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TWENTY-FIFTH pay 


Toronto, Ontario, 
Monday, October lst, 1951, 


10.30 o'clock, &.m. 


The further proceedings of this Committee re- 


convened pursuant to adjournment. 


All parties present. (ixcepting Mr, Villeneuve). 


Same eppearances as kerevofore noted, 


THE CHATRMAN: Shall. we resume, gentlemen? 
I suppose we will continve from wiere we left off with 


Mr. Wismer and Mr, McTagve, 


WILLIAM M. WISMSR, a witness previously 
heard and now recalled, who having been alreacy sworn 


o 


continues his testimony as follows, 


MR. JOL IFFE: Mr, Chairman, before we con- 
tinue with Mr. Wismer, or combdlete his testimony, I 
wonder if we could give some attention for a moment 


to our agenda, 


THE CHTRMAN: Yes. 


Digitized by the Internet Archive 
in 2022 with funding from 
University of Toronto 


https://archive.org/details/31/61114661499 
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MR. JOLLIFFE: As I recall it, we were going 
to complete Mr, Wismer's evidence and any other questions 
we might want to ask of Mr, McTague. I do not suppose 


they want to remain here indefinitely. 
THE CHAIRMAN: I would not think so, 


MR. JOLLIFFE: Then I think we were going to 
call on one of the investigators of the Securities 
Commission, Mr. Cox, and I believe also that Mr, Sutton 
wished to make some representation to the Committee. 

I think it was understood four days this 


week, 


THE CHAIRMAN: I think that was the arrange- 


ment, 


EXHIBIT NO.142: Questionnaire 
for applicant for membership 
in B.D.A. as produced and 
identified by the witness 
Wismer. 


HAHIBIT NO, 143: Regulation 
"Dp" prepared for Broker- 
_Dealers' Association for 
submission to S.E.C., as 
produced and identified by 
the witness Wismer. 


MR. JOLLIFFE: Then the question arises if 


we are to hear other witnesses in connection with 
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the securities business, we should probably come to some 
conclusion about who they are to be so that there will 


be time to prepare to appear, 


THE CHAIRMAN: Have you any others in mind, 


other than those you have mentioned? 


MR. JOLLIFFS: Yes, I have some suggestions. 
I think all of the witnesses we have heard thus far in 
connection with this business, are what might be called 
“official witnesses"; they are witnesses from the 
Securities Commission or the Broker-Dealers' Association, 
with authority under both Acts, that is, the Security 
Act and the Broker-Dealers' Act, 

It does seem to me we should call some other 
people, This is no reflection on the official witnesses; 
I think we are all grateful to them for having been so 
helpful. But I do think we should call some witnesses 
from amongst those who are in the business itself, because 
they also may be able to assist us. I have three or 
four suggestions to put before the Committee. 

In the first place, it will be recalled that 
during the testimony by Mr. Lennox some of us were 
interested in the present status and function of middle- 
men, or underwriters, who have underwritten agreements 
which are passed on to somebody ae I do not think 


we really got to the bottom of that question. Since 
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the restrictions on the imate mat provided by the Act, 
it is nok -apoaren’ -- certainly it was not apparent to 
me -- and I do not think Mr. Lennox explained the reason 
for the continued activities and even the existence of 
the middle-men in financing deals. 

I think we ought call at once one of these 
middle-men to see what it is all about, and ask them 
to give an explanation of their place and function. 

I have taken a recent issue, which is listed 
in the last bulletin of the Commission at page 15, as 
an issue accepted for filing. I notice literature about 
this issue also in one of the files produced by the 
Commission, This is the Western Potash Corporation, 
Limited, and the underwriter in that case is shown as 
one Harry Blackburn, 

According to the file I examined, the issue 
was actually marketed by a registered broker-dealer, 
William A. Deering of 71 King St, W. 

in this particular issue, there was an 
under-writing and option arrangment made for financing 
the Company's treasury between Blackburn and the Company, 
but the issue was actually being marketed to the public 


by a registered broker-dealer, William A, Deering, 


THE CHALTRMAN: Blackburn is not a registered 


dealer? 
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MR. JOLLIFFE: No. He is an unknown figure. 


BY THs CHAIRMAN: 


Q. Mr. Vismer, is Blackburn a broker? 


A Yes, there is a Blackburn, 
Q This may be a different man altogether? 
A I believe it is a different man. 


VR. JOLiLIFFE: This man's name is given as 
"Harry Blackburn", 

I am not suggesting that the issue is not a 
legitimate one; I believe it is, but it is a recent 


case, and I propose we call Mr. Blackburn. 


THi CHAIRMAN: What was the decision in that 
case? 

MR. JOLLIFFE: Accepted for filing. This is 
a case where there was no disciplinary action taken. 
This is a case where the middle-man appears; the issue 
accepted for filing on June 22nd of this year, and since 
June 22nd, literature has been circulated by William 
A, Deering, which is all on file, and I, therefore, 
propose we invite Mr. Blackburn to appear before us 
and possibly he can explain the functions of a middle- 
man, such as himself. If he is not available, then 
perhaps we might invite Mr, Deering, the broker-dealer, 


who was purchasing the issue. 
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MR. VJISMER: It runs in the back of my mind, 
Mr. Jolliffe -- although I would not be sure of this -- 
that this Mr, Blackburn is a Calgary man. That covld be 


checked by getting a copy of the prospectus. 


THE CHAIRMAN: Mr. Vickers (Secretary) can 
enguire as to the whereabouts of Mr. Blackburn, and in 


the meantime, I suppose we could always get Mr. Deering. 


MR. JOLLIFFE: Yes, that is what I am 
suggesting, that if Mir. Blackburn is not available, we 


might invite lir. Deering to attend. 


MR. JANES: Quite frankly, I have not been 


clear in my mind as to the usefulness of the middle-men. 
LR. JOLLICFE: That is right. 


THs CHATRMAN: That is the trouble with farm 
life. Under the rural way of life, they think that all 


men in the cities are middle-men. 


MR. HOUCK: Is it your idea, if Mr. Deering 
should not see fit to accept our very kind and hospitable 


invitation, that he be subpoened? 


MR. JOLLIFYE: Yes, that is a feature, but, 
in the first instance, I would like to issue an 
invitation, 


THE CHAIRMAN: I think there is no doubt that 
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he would be willing to appear. 
MR. DOVNER: No doubt about it. 


THE CHAIRMAN: It is no reflection on Mr, 


Deering at all. 
MR. DOWNER: None at all. 


MR. JOLLIFYE: Is that acceptable to the 


Committee? 


MR. HOUCK: I quite agree with Mr. Jolliffe. 
We want to get at the bottom of this thing. There are 
two sides to every story. I think people in the United 
States have resented the idea of Canadian stocks, 
and the way they are handled, and if we have one of the 


middle-men here, we might clear it up for all concerned. 


MR. GRUMMZTT: I think the general public 
would be inclined to criticize us if we only heard one 
Side, that is, the evidence of officials of government, 
and others, such as broker-dealers. I think we would 
be rather leaving ourselves open to criticism if we 
did not attempt to obtain some information from those 
‘ who are engaged in the business, and those who may be 


in some slight way under fire. 


THO CHATRMAN: Of course, I think we shawld 


make it clear that there is no suggestion that Mr, Deering 
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is in any way under fire. 
MR. GRUMMETT: That is understood. 
THE CHAIRMAN: We want informetion from him, 
MR. JOLLIFFE: That is right. 


WR. HOUCK: I think that should be made very 
definite, because it would be a smear on Mr, Deering's 


character, if we did not. 


THE CHATRMAN: This is the case where an 
issue in which he was involved has been apparently quite 
satisfactory to the Securities Commission, and there is 
no questicn about it whatsoever, on the face of the 


proceedings, at any rate. 


MR. GRUMVETT: That is what I was referring 
to, Mr. Chairman, the fact that I have had some people 
say to me, "Why did we not call some of the men who have 
been referred to in connection with the betting in- 
vestigation -- the gambling investigation", We referred 
to several men in that part of our investigation, and 
no one was called, and these people were very critical 


of that move. 


MR. JOLLISFE: Well, of course, our time was 
limited, 


I might say in connection with this particular 
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issue -- and this may interest Mr, Janes -- I think 
if it can be made to succeed, it is a very welcome 
issue, because the starting point of this issue is a 
potash deposit in the West, 

Now, potash is something of great value, 


particularly to agriculture -- 


THE CHAIRMAN: If we tie this up with 


agriculture, you mean it will be a great thing? 


MR. JOLLIFFE: If we can develop our own 
supply of potash, and not have to rely on the American 
sources, or not have to bring in a ship-load from 
Europe, as we did a couple of years ago, but can get 
our own potash out of our own land, I think it would 


be a very welcome development, 


MR. JANES: I will tell you a story about 


that sometime, about that fertilizer, 


MR, JOLLIFFE: I am now discussing a 
chemical fertilizer, I refuse to discuss organic 


fertilizer at this time. 


THE CHATRMAN: Mr, Downer and I are the 


only independent people on this subject. 


MR. JOLLIFFE: This matter relates to 


chemical fertilizer, and the issue is only listed in 
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the current pudietins I believe this (indicating) 
is the latest one; Mr, Lennox just ‘sent it down to me 
a little while ago, and the matter is current, so 
possibly we can get some information in this way, 


Is that acceptable to the Committee? 
THE CHAIRMAN: Yes, 


MR. JOLLIFFE: Now, I have another suggestion 
to make, and to put before the Committee. But before 
doing that, I should say there are one or two leading 
people who have taken a leading part in this business 
in recent years, and whether or not they belong to the 
Board of the present Broker-Dealers' Association, I 
do not think makes very much difference, The important 
thing is that they have taken a leading and active part 
in the business, and I propose we should invite to 
appear before this Committee, at the earliest con- 
venient date, Mr. Louis Kodesky, whose address, as 
far as I know, is 469 Spadina Road, Toronto, I think 
that makes him a constituent of mine. 

Secondly, Mr. frank Keftell, who has an 
office at 222 Simcoe Street, Toronto. 
| Now, these are men who played an important 
part in the financing of mining enterprises in recent 


years, and I propose they should be invited to appear 
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before the Committee. 


MR. JAN™S: Have you had any requests from 


anybody to appear before the Committee? 


THE CHAIRMAN: No, not outside of the ones 


we have already mentioned, 


MR. DO’V.NER: Why did you pick out these two 


gentlemen, particularly? 


MR. JOLLIFFE: They have been very active in 


the business, and I believe Mr. Kodesky was on the Board, 
THE WITNESS: Yes, he was on the first Board 
of Governors, 
MR. JOLLI®FE: I think we should have someone 
who has played an active and successful part in the 


thing. I think these two gentlemen are amongst those 


who have, We have to start somewhere. 


MR. McTAGUE: You uncerstand, Mr. Jolliffe, 
that neither one of these gentlemen, is a member of 


the Broker-Dealers' Association? 
MR. JOLLIFFE: That is my understanding, jes. 
MR. HOUCK: Do you make that as a motion? 


MR. JOLIIFFE: Yes, if it is proper pro- 


cedure, I would so move. 
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MR. HOUCK: I second that motion, 
Motion agreed to. 


MR. JOLLIVT": That is all I have to suggest 


at the moment. Thank you. 


i CH:IRMAN;: Then the Secretary (Mr. Vickers) 
will get in touch with these people. If they are in 


the city, they should not be ve y much delayed. 
THE SZCRETARY: By to-morrow, possibly? 


THE CHLTRMAN: Yes, if possible, and if they 


are available, 


MR. DOWNER: Mr, Chairman, the evidence before 


this Committee has become very voluminous. 
MR. JOLLIFFE: I should say it has. 


MR. DOINER: We have to stack it now on the 
floor, If it keeps on going up, it will be to the 


ceiling. 


MR. GRUMMETT: I would sav we have no control 


over that. 


MR. DOWNER: If we are going to bring in a 
report, we will have to go through all this evidence 
again, 


MR. JOLLIFFE: And the hon. Attorney General 
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(Mv. Porter) will draft the report. 


THE CHAIRMAN: After I know what should go 
into it. What do you think I have been doing for the 
last few months? Do you think I have been drafting a 


report? The Committee has to make a repart,. 
MR. JOLLI?FE: Somebody has to draft it. 


MR. DOWER: How far are we going to go, because 


this thing has to be wound up. 


THE CHAIRMAN: Have we enough material to digest 


now, after we hear from these people? 


MR. DOWNER: I think it would be rather foolish 
to keep on going without doing something with what we 


already have, 


MR. GRUMMETT: I do not know that we could 


prepare a report on what we have. 


THE CHaITRWMAN: Mr. Downer's suggestion was to 
go over some of this great mass of evidence we already 
have, and see, roughly, what it amounts to in general, 


and then decide on what further evidence we want. 


MR. JANES: It is possible we might want 


some more information, I agree with you, 


MR. GRUMMETT: We could also be hearing some 
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others, and could be doing something in’the way of 
taking different sections, and perhaps getting 4 summary 


made up of the evidence under different headings. 


THE CHAIRMAN: I have had a sort of running 
index kept up, so I can refer to it under the different 
headings, and we can refer to it conveniently when the 
time comes to deliberate, to some extent, on what we 


have heard. 


MR. GRUMMETT: On this portion of the evidence 
which we have already. The wyhole thing is hanging fire 
at the moment. 

I think that is a good suggestion, Mr. Dower, 


because we are liable to forget the first portion of it. 


MR. DO. NER: That is right. I have already 


forgotten part of that which we have heard. 


THE CHATRMAN: Is that agreeable to the 


Committee? 
MR. JOLLIFFE: Yes, I think so. 


THE CHATRMAN: We will see if these men are 
available and can come this week, and we can hear them 
first. If they are not available, there may be somebody 


else who we would want to substitute, in the meantime. 
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MR. JOLLIFFE: We have Mr. Wismer, Mr. McTague, 


Mr. Cox and Mr, Sutton. 


MR. HOUCK: Has the Law Society prepared a 


brief to present to us? 


THE CLERK: I asked about it, and they 
requested to know if sheen was any urgency, and if so, 
they might be notified right away, so they could hurry 
it up. I think they are circularizing the county 
associations, and have heard from quite a number of them. 

I was talking to the Secretary of the Law 


Society on Thursday. 


MR. DOWNER: I do not think there is any 
urgency about that matter. It is a question of having 


things in order. 


MR. GRUMMETT: Yes, and to be in a position 
where we will not be caught behind, when we should be 


making a report. 


MR. HOUCK: Are you preparing a sermon on 
this, Mr. Downer, and you want us to draw it up for 
you? 

MR. DOWNER: There will be a whole series 
of them. I think we can go through until Spring on 


this matter. 
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THO CHAIRMAN: Shall we proceed with Mr, 
Wismer? 


MR. JOLLIFFE: Yes. 


BY MR. McTAGU2: 

Q. Mr. Wismer, you were prepared to subject 
yourself to questions which I sup:ose the Committee may 
wish to ask, upon what you propose to adduce? 

A. Yes. 

Q. Perhaps there are one or two tag ends with 
which we might deal, and one of them has to do with 
the reference made the other day to some literature, 
in which the name of a mining engineer, Mr. Ali Ashghar 
Hassan was mentioned, és some other matter was brought 
up as the validity of calling him a "famous geologist", 
or something of that kind. Have you looked into that? 

A I contacted the broker-dealer in question, and 
he sent me a letter dated September 13th, 1951, in which 


he said: 


" We are enclosing for your information, 

a clipping which appeared in the Toronto Globe 
and Mail dated September 7, 1948, regarding 

Ali Ashghar Hassan, the text of which unquestion- 
ably identifies him as a mining engineer of 
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. We have been informed that if further 
confirmation of Mr. Hassan is necessary, that 
information will be forthcoming at your 
request. 

a We would appreciate the return of the 
enclosed clipping in order to complete the 


files from where it was obtained", 


Q. Will you read the clipping? 

A. This clipping is taken from the Globe and Mail 
of September 7th, 1945, and is headed, "Famous Geologist 
Had Faith in Temagami Area's Future". 


The clipping reads as follows: 


”, The death of Ali Latics Hassan, geologist 
and mining engineer, at East Orange, N.J., last 
June, marks the enc of a distinguished pro- 
fessional career. lr, Hassan had great faith 
in the Temagami mining area as a potential 
producing camp, provided development went to 
depth, as was shown in a similar formation 

in the High Sierras of California, where mis- 
pickel ores were a ARee hai is treated. At the 
time of his death he was actively interested 
in the southwestern areas of the United States. 


The following biographical information was 
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published by Robert H, Malcolm in the Engineering 
and iining Journal, 

Ali Hassan was born in Constantinople (Istanbul) 
Turkey. His father was interested in mines; and 
after study with private tutors he was sent to 
various polytechnics and to universities in 
Vienna, Leopole, and Cracow. On the death of 
his parents he inherited the means to establish 
@ scientific laboratory and library in Vienna, 
where he continued his acadcmic and scientific 
education. His geological reconnaissances were 
first conducted in the Transylvanian Alps and the 
Carpathian Mountains. He served in the personal 
guard of Emperor Franz Joseph, as a lieutenant, 
and as a captain in the Turko-Kussian War, 

In his early twenties Hassan established a 
consulting office in London,in Finsbury Sq., 
where he represented many important mining 
enterprises and devoted much time to scientific 
research in rare minerals. He secured from 
Brazil a large mineral concession, which he 
sola to his clients; made examinations for 
ve troleum and other minerals in the Balkans, 
and in the course of geological work he 
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of the world except China, Jcpan, and Australia. 

From headquarters established at Perm, he 
explored 20,000 square miles of Lastern Russia, 
and tried, without success, to induce the Czarist- 
Russian officials to drill for petroleum and to 
mine for potash, He later utilized his study 
in the Permian region to good advantage in the 
discovery of potash and petroleum in similar 
geological formations in Texas. 

In 1893, Hassan came to the United States, 
and, being impressed with the mineral resources 
of the country and of Canada, he decided to make 
explorations in these countries on his own 
initiative, His neme is identified with many 
famous American camps -- Tonopath, Goldfield, 
Bullfrog, Manhattan, Ely, Searchlight, Silver 
Peak, and with other mining camps of Arizona, 
Nevada, California, Mexico, New Mexico, and of 
Canada, where he wrote the first geological reports 
on the district embracing Hollinger and Dome. 
He was associated, also, in 1930 and 1931, with 
investigations which resulted in the development 
of the chrome mining in Montana. 

He was a member of many scientific associations, 


including the American Association for the 
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Advancement of Science, the Scientific League 
of Averica, and the Astronomical Society of the 


Paoitio™, 


BY MR. McTAGUE: 

Q. Just before the adjournment, the last 
day we were here, mention was made of some disciplinary 
cases, and I think Junior Golds was referred to, and 
a former member of the Board of Governors of B.D.A., 
who later got into some difficulty. Ferhaps you would 
tell the Committee the story about thet, as far as you 
know it, 

A. Yes, That narticul.ur member of the Board of 
Governors represented the associate member group in the 
A sociation. 

Q He was a salesman, yes, and he decided to 
become a broker-dealer, and, consequently, he resigned 
as a member of the Board, and became president of the 


Junior Golds Securities Corph., Ltd, 


BY THE CH.TRMAN: 
Q. What is his name? 
A Mr. Sidney C. Davidge. 
Subsequently he got into difficulties with the 
Ontario Securities Commission, particuarly over a sale 


which was made in one of the northwestern United States, 
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and in order to permit him to continue to trade in 
securities for a period time until he was able to wind 
up some outstanding accounts, the assistant secretary 
from the Association at the time -- who is now dead -- 
a gentleman by the name of iir, Peter Stephenson, went 
in there and looked after the affair. ‘hen they were 
concluded to the satisfaction of the Commission and the 


Association, the business came to an end. 


BY MR. JOLLIFE: 
Q. Mr. Stephenson had previously been with 
the Commission? | 
A He had been with the Commission as an investi- 
gator, and prior to that time, he was associated with 
Greenshields and Company of Montreal, for a period of 


some twenty years -- I think six years as a partner. 


MR. McTAGUE: Yes, he was a partner of 


Greenshields, 


BY MR. sicTAGUE: 
Qe Then, are there any other matters now 
with which you wish to deal in chief? 
A We have one bulletin which has been issued 
Since the last time I appeared here. If the Committee 
wishes, I would like to hand out copies of the bulletin 


and the supplement, so as to bring you up to date, 
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It is Bulletin No. 26, dated September 17th. 


MR. JOLLIFFE: You were good enough to send 


me one of those, Is there a supplement, too? 


THE WITNSS: Yes, there is a supplement, Did 


you receive that? 
MR, JOLLIZFE: No, 


EXHIBIT NO. 144: Bulletin ana 
Sup, lement as produced and 
Identified by the Witness 
Wismer. 

BY MR. JOLLIFFE: 

Q. This case No. 1 in the supplement; is 
that the same case which was reported to us by Mr. 
Lennox a little over a month ago? 

A Yes, I believe so. It was in connection with 


Mr. Kauffman. 


Q An American salesman? 


A Yes, 
Q And No. 2, 1 take it, is the same case? 
A Yes, except those two associate members have 


not been re-instated. They have not shown to the satis- 
faction of the Board that they had no knowledge of the 
matter, 

BY MR. GRUMMETT: 


Q. They were, in effect, salesmen who were 
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working with:and in close contact with Kauffman? 

A That has not been established yet, Mr. Grummett. 
There is a possibility that one of them never knew that 
Mr. Kauffman was in the office at any time. 

I suppose the Ontario Securities Commission 


is also looking into this matter further, 


BY MR. HOUCK: 

Q. Mr. Wismer, you have set out twelve different 
cases here; are these rather the exception than the rule, 
or do you run into this sort of thing all the time? 


A It has been fairly constant, Mr. Houck. 


BY MR. JANZS: 
Q. Have the members submitted a satisfactory 
insurance? 
A There are thirty-one members of the Association 
who have not obtained their broker blanket bonds, and 
I know that there are several of those in the process 
at least, and, consequently, it looks as if we would 


have to give them seven days grace. 


BY MR. JOLLIFFE: 
Q. To-day was the deadline? 
A Yes, to-day was the teaar tne, but some of them 
left it until the last minute, and the insurance 


companies' offices have been a little bogsed down in 





Letecunin ae, gh spgattaniey seed a, ee 
dad, ee meas nas ont, fast ‘wiliiazesog eo 


ak 


a hel aa, 


greta yess eS pot 1 advan a¥edmen on eR 


egoue tel 


favthb avleve: Tne wee evil aah vee! a. 


‘jarhobhe sae Yo’ sictan aa ono-tnh dt re oa 
























sek! 4, f ‘tog 





Oe enn 
Voerthvel ity coainge Be 


wa 


Sedo oa te 





a oo ais vd 


ee 08, te. epitte ont ah ante 


Sc i 





no jee binned aa ty tauoee 5 tatu get ‘50008, ae: 
FS : 

A aie 6s Mi 
grey .nolid ao cette anae bn Serie 


ms eh 


i 






wf ; ve oo a ‘ — 
pay Bet PRS al, oie fed a ie) pul 1 
a fs oe Ei ‘ Pah ee Ba oa 





Patil 


fenit oattis antde, 26 toe st eval ale vie 8b 





ey . 





hgueth a! tastanod hes or aaa it 
RA ee | PIONS GSE at re ee 


‘ak } yi At 
« ; us 
i not 4 t 


ay 
ee 








Dahl 2 fh aie: “f 
Wy fine ¢ a eR } ier tn 


. Ae Neg ie ot a 


ea cod shail foniatdo toe 






: ‘K ; : 
Ete pues am os gee, os ke 





ie : reheat 
sth a i. te ‘eet iene 
Re ie ae 


oh duves m 


ae be ean 







Esa ie ci iy ie vt 





ue 
ee 


Doe Wis mer 


some cases, especially in connection with their investi- 


gations. 


BY MR. HOUCK: 
Q. Regarding No, 7; what is the required time 
in connection with a surprise audit? 
A If an eudit is at June 30th, they must have 
their financial statement in by the 20th of July. They 


have approximately three weeks to get the statements in. 


BY MR. Mc TAGUE: 
Q. Now, are there any other matters you care to 
deal with? 


A No, 


BY MR. JOLLIFFE: 

Q. There is a matter which you might be able to 
explain to us. I do not recall that we asked Mr. Lennox 
any questions about this at all. 

In the last bulletin of the Commission, registered 
brokers and others are listed and following the list of 


broker-dealers we find: 


"The following are registered as sub-broker-dealers" 
And there are three names. 
Perhaps you could explain to us, to save us some 
time and trouble, the status of a "sub-broker-dealer", 


A Under the definition in the Securities Act, a sub- 
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broker-dealer is one who trades in securities for a 
part of his time, or who has retired from active 
business, and wants to trade in securities in that 


capacity. 


BY MR. JANES: 
Q. Dees he come under the same regulations as 
a full-time broker-dealer? 

A No, because they are not required to be members 
of the Broker-Dealers' Association. These men come in 
voluntarily, if they wish, under our regulations, 

Q The point I was coming at wus this; have you 
any control or authority over these men? 


A No. 


BY MR. JOLLIFFE: 
Q. In fact, do these three men belong to your 
Association? 


A No, none of them do. 


BY MR. McTAGUE: 

Q. None of them? 

I might, by way of explanation there, say this; 
that the type of operator who is referred to and defined 
as a "sub-broker-dealer" was largely composed of men like 
retired bank managers, and that sort of thing, who act 


in the sale of securities, not only for 2 broker-dealer ,,. 
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but for an investment dealer, 

Prior to that definition being introduced, 
and they getting some status, they were taken on as 
salesmen, and that sort of thing, and were registered 
as salesmen in places, for instance, where their 
employers would not have branch offices. 

It was always a little bit difficult to regular- 
ize that sort of thing, and that definition was brought 
in, and that class was recognized, 

There are very few of them, and they are 
mostly retired bank managers, and perhaps people who 
have been in the insurence business, and that sort of 
thing. 

BY MR. JOLLIFFE: 
Q. Can you say briefly in what way they are 


rated differently from broker-dealers? 


MR. McTAGUE: They have not their own offices at 
all. They really work in a sub-position for somebody 


else, usually an investment dealer, 
THi WITNESS:. They are correspondents. 


MR. McTAGUE: That is what they really are -- 


correspondents, 


MR. JOLLIFFE: They do not market issues them- 


selves? 
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MR. McTAGUE: No. There are some of them, I 
think, ey. are able to act as principals, but that I 
think, in practice, is practically confined to investment 
dealers. 

They may buy government bonds, and make a 

slight gain on them, or they may sel on a commission 
basis, Thep were never in the Act, before 1947, and 
they were brought in in order to give the Commission 


some jurisdiction with respect to that type of operation. 


BY MR. JOLLIFFE: 

Q. Have there been any suspensions or can- 
cellations from the membership of your Association 
Since our last meeting, which I believe, ended on the 
e4th of Aucust of this year? 

A T.cre has been one cancellation by the Ontario 
Securities Commission, which was followed by expulsion 
from the £ssociation, There may have been one suspension. 
(Referring to document) Yes, there has been one sus- 
pension, | 

Q Are you in a position to tell us to-dey what 


the numbers of your membership now are? 


A It would be 158, 

Q. That is the total? 

A Yes. | 

Q. Including the 31 who have not yet filed bonds? 
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A. Yes. 


BY MR. HOUCK: 

Q. Do you think, Mr. Wismer, considering the 
work of the Broker-Dealers' Association, and consider- 
ing the work of the Ontario Securities Commission, that 
the general feeling of public opinion is more favourable 
now than it was a year ago, toward stock dealing? 

A Public opinion, I would say definitely "yes", 
but not public opinion in the United States, 

Q Why do you say not in the United States? 

A Largely because of that series of articles which 
appeared in the St.Louis Star-Times which, of course, 
were syndicated out to some eleven hundred American news- 
papers, and that has been followed up, off and on, by 


other very critical articles, from time to time. 


BY THE CHAIRMAN: 
Q. Is that still going on? Do you know? 


A Only to a limited extent now, 


BY Ma. JANES: 

Q. These troubles are all caused by a few 
dealers who are not willing to play the game? Is there 
any way to compell them on do that? 

A That is a very difficult question to answer, 


Mr. Janes, 
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It is too bad to allow a few law breakers to -- 
MR. DOWNER: Affect the whole business. 


BY MR. JANES: 


Q. --to ruin our credit with the American 


BY MR. JOLLIIEE. 


Q. Have there been any new applications for 


membership, Mr. Wismer, since the 30th of Aucust? 


A 


Q. 


No, 


That means in the first nine months of the 


year you have had very few new entrants in the business? 


That is correct, 
Only one or two, if I remember correctly, 


In the first nine months of the year, I would 


say, about five. 


About five? 


Yes, 


BY MR. JANS: 


Q. Have there been any applicaticns refused? 
MR, JOLLIFFE: Oh, yes. 


THE WITNSSS: Yes, Since the first of March, 


eight out of ten have been refused. 
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BY MR. JOLLIFFE: 
Q. And can you say of the five who entered 
the business in the first nine months of this year, 


how many are still in the business? 


A. All of them, 

Q. They are all still in the busire ss? 

ye Of that five, who became members, 

Q. Then the broker-dealer whose license was 


cancelled by the Commission last Spring on his first 


issue, must have been licensed in 1950? 


MR. JOLLIVFE: I do not think of any further 


questions, Mr. Chairman, 


THE CHJITRMAN: Any further questions, gentlemen? 
(Ifo response). 


Thark you, Mr. Wismer, 


THE CHAIRMAN: Shall we adjourn now for five 
minutes? 
MR. JOLII¥FE: Before we adjourn, I think we 


all should thank Mr. Wismer for his testimony. 


TH; CHAIRMAN: Yes. We are all indebted to 
'Mr. Wismer for his very complete statements. 
Then we have Mr. Sutton, whom we will hear 


after the adjournment, | 
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We will recess now for five minutes. 


---\ihereupon a short recess vas had. 
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---Upon Resuming. 


THE CHAIRiuaN: Are we ready to proceed? iir,. 


Sutton, will you please be sworn, 


THOMAS AnCHIBALD SUTTON, 


A witness being called and duly sworn, testifies as 


follows: 


BY THE CHAIRiwAN: 


™ isr. Sutton, I believe you have some repres- 
entations you would like to make before this Committee? 

A Yes, iir, Chairman. 

Q Perhaps you could explain just what position 
you occupy, and if you are representing a group of 
people, you might first of all explain who they are? 

A Mir. Chairman, I think that in this matter, you 
want to know who I am, and what I was, and where I am 
going. In other words, it might possibly be a case of 
"whence Icame, and whither wending." 

The organization of stockholders, insofar as 


this movement is concerned -- 


BY MR. HOUCK: 


Q Mr. Sutton, is your office in Toronto? 
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A Yes. 
—Q Where? 
A At 1009 Lumsden Building. 


The organization started with the alleged 
expropriation of Eldorado, on a Saturday morning on 
December of 1944. 

Following that expropriation, the stockholders 
of Eldorado met in Toronto, Hamilton, New Haven, 
Connecticut, and in various places, and appointed me 
as the Chairman of the Committees to further their 
cause, and iir. George Scrobie, of Hamilton, as the 
Secretary-Treasurer. 

“e followed through with representations to 
the Rt.-Hon. Prime isinister, lir. King, to Rt.-Hon. 
ir. Howe, and the Hon. Colin Campbell, and many others 
in Canada, and President Roosevelt, and lr, Cordell Hull, 
and one of the United States senators, and finally by 
contacting all members of the House of Commons in 
Ottawa, and all senators in the United States. 

Q “hat is the strength of your membership? 
A I will just come to that in a few moments, if 
you do not mind, Mr. Houck. 

The people who talked to us, and the many 


people who wrote to us, began to broaden the subject. 
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They began to stray from the expropriation of Lldorado, 
and bring up, and to obtain the elimination of double 
taxation on dividends, and to place behind management 
his right to hire and fire, and promote, so that the 
stockholders’ investments would be protected. 

They broadened it up on the one hand, and, 
on the other hand, we saw that the six thousand stock- 
holders in Eldorado could not constitute a political 
pressure bloc which could ever obtain any justice in 
the matter for them, and consequently, and subsequently 
to that, a group was formed, the Shareholders! Institute, 
which mulled around with references -- I think the first 
was made to the Royal Commission investigating the 
price of milk, and another to a Royal Commission 
investigating railroad freight rates. 

Then we decided to broaden out further, and 
we put out a very limited appeal to stockholders, just 
to people whom we knew primarily, to get representation 
throughout Canada, and, to some extent, throughout 
the United States. 

As a result of that, we obtained members in, as 
I recall it, over thirty states in the United States, 
and definitely from nine provinces in Canada, 

We have now made a general appeal for member- 


ship. I think our members are under 700 and over 600; 
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at least, let me say that those are the number of 
people. 

It is intended with presentation of these 
representations to tiis Committee, that the American 
Stockholders' Union will go out of existence, and in 
its place will be formed an Ownership League. 

“Ye further recognize that to preserve the 
rights of ownership, we have to work in with owners, 
other than those who own stock, 

Our mutual problems in the stock field -- there 
are 220,000 names of people who own the producers. 
Taking duplications into account, we feel that there 
are probably less than 120,000 individuals who own the 
producers, and I believe that there are a million and 
one-half people who own the prospects, who are just as 
much concerned. Certainly we believe there are over 


one million. 
BY MR. GRUMMETT: 


wW How many of those are members of your organi- 
zation? 
A They have not been approached. We will approach 
that subject in a minute, br, Grummett. 
The complaint of the people who own gold mine 


shares is this; they are delivering one-thirty-fifth of 
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an ounce of gold to’ the Federal Government, which 
represents one hundred cents on the dollar, and for 
that one-thirty-fifth of an ounce, they are being 
given a "phoney" dollar, which represents fifty-one or 
fifty-two cents. 

There are no differences in the complaints of 
the grain growers. They are compelled by the Federal 
Government to deliver their grain, which represents 
real wealth. 

And there is no difference insofar as the dairy 
farmers are concerned, or insofar as the landlords are 
concerned. 

So the aim now upon which we intend to embark 
immediately, is to organize all forms of ownership for 
the protection of ownership. That is the transition 
stage, in which we are. | 

We have had the co-operation of between 600 and 
700, who have actually signed in with us, and many others 


who are willing to go along with us. 
BY MR. HOUCK: 


@ You mean by that, ir, Sutton, that your old 
organization is going out of existence, and you will 
form a new organization? 


A Yes. le definitely will transfer the member- 
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ships which we have into the new Ownership League. 


Q When will that take place? 
A As soon as you let me get away. Just that 
quick, 


It will be spear-headed by stock-holders 
because, although apparently they lave to be organized, 
they are not congregated in a community, such as°* 
farmers, and they do not rub shoulders in the work- 
shops, as the trade unionists do, andwe know all about 
the fact of what difficulty it creates to have the 
terrific amount of duplication, and while a person has 
bought five or maybe ten stocks in different companies, 
there would be that duplication in nearly every case, 
because that person has bought those stocks through 
one securities salesman, and the securities salesman 
is the man whom we now intend to have go out and 
recruit our membership. ‘Je intend to have the securities 
salesmen go out and organize our membership. It is 
their duty. They should follow through with the services, 
after they have pocketed their commissions, exactly as 
the salesmen do with an automobile, or a washing machine, 
or anything else, They should not sell securities to 
persons and then leave the securities to the more or 
less tender mercies of political blocs, who may under- 


mine the value of those securities, and perhaos in 
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several cases, seek to destroy them entirely, 
BY wiR. HOUCK: 


Q Have the salesmen agreed to do that? 

A This will be entirely voluntary on their part. 
Some are, of course, afraid. ‘“/Jhether they are agreeable 
or not, in the main, will depend on the attitude of the 
people who sit around this table, and if there is any 
reason to be given why they are not free men, who are 
able to go out and further the cause of their clients, 


let us have it. 
BY iR. JOLLIFFE: 


Q mr. Sutton, I think you are assuming a 
great deal, As far as I know, no member of this 
Committee is the least bit interested in what a bal ewe 
man does, or what interests him, as long as he remains 


within the law. 


i.R. GRUMMETT: That is right. 

A | I trust it is not in the minds of this Committee 
that he cannot belong to the Holy Name society, or an 
Orange Society. ‘ie feel that is quite all right. We 
feel it is time these people should be organized, and 


we should organize them in the best. way 
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BY MR. GRUMMETT: 


Q You do not expect us to do it, do you? 


A Well, I hope you would not succeed, 


iR. JOLLIFFE: Do not assume too much. Just 
make your case, without making assumptions or expressing 


suppositions, of what we may think. 


THE WITNESS: Mir, Chairman, are there any 


further’ questions now? 


BY THL CHAIRMAN: 


Q I understood you had a brief to present? 


A That is right. 
Q I think you may as well get along with that. 
A In the matter of presenting the brief, Mr, 


Chairman, I had hoped that I might add a clause on 
"ownership" which I omitted from this brief. It was 
in regard to the cost to the prospectors. I had 
hoped that Mrs. iichiillan, or some other members of the 
Prospectors' Association, would have presented their 
viewpoint. May I ask if that will be done? 

@ We have had no communication from them. It 
is up to them to ask us, if they want to see it. 


A I would hesitate to step into a ridiculous 
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situation. 


THE CHAIRMAN: I think you might better proceed 


with your brief. 


THE WITNESS: Yes. Another thing, Mr. Chairman; 
the brief is more or less in continuity; would you wish 
me to read through this? And there are things in detail on 
which I will give you a little further information. 
Q That is up to you. You present your brief in 


any way you like, 


THE WITNESS: And the questions will be asked 


afterwards? 


THE CHAIRiAN: That depends on the points raised, 


We will be very much interested in hearing the brief. 
BY lik. HOUCK: 


Q Before you start reading, how long have 
you been working on this thing? 
A As I said, it was on a Saturday morning in 


December, 1944, when the Eldorado stock was expropriated. 


Q Seven years ago? 
A Yes, seven years, seven long years, 
) Have you a copy of the brief for every one of 


the members? 
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A I am afraid I have not. I have given several 


out, 
BY MR. HOLLIFFE: 


Q Mr. Sutton, is this (indicating) the same 
brief I have seen? You were good enough to give me a 


copy of your brief a month or twoago. Is this the same 


document? 
A I gave it to lir. Grummett. 
Q I think you gave me one, too, 
A Did I? Then I think this would be the same. 


BY MR. HOUCK: 


Q You gave me one, too. Is that the brief you 
are going to read? 


A Yes. 


"Mr, Chairman and l.embers of the Committee: 

At this time of preparing this brief, 
Chief Securities Commissioner ir. Lennox has 
given evidence to your Committee over a period 
of six days or more, and his predecessor in 
office, i.r. ucTague, has testified for half a 
day. 


It seems unfortunate that the acvantage 
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was: not foreséen of your Committee engaging 
the services of someone like ir. sidney Norman 
as a consultant. Such a man, with a thorough 
knowledge of mining and marketing in all 
phases and stages, and being conversant with 
the securities laws in all provinces and 
states, could have saved a very great amount 
of your Committee's time. hore important, he 
could have informed you of the basic reasoning 
behind certain vresent jwarketins practices 

and other matters which your Committee have 
aiscussed and in which, in the absence of an 
expert witness, the danger is perceived that 
you may have arrived at erroneous conclusions 
drawn from the superficial knowledge avail- 
able to you. Two instances that occur to us 
are those of price spreads and the release of 
stock from escrow. 

No criticism is implied in the foregoing 
toward the Chief Commissioner regarding this 
matter, nor to your Comittee. It is not 
expected that either iir. Lennox or the members 
of your Committee would possess the diversified 
knowledge in all fields of the subject being dealt 


with. ‘Ye recognize that this enquiry is being 
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held to give the fullest information possible 
to the Committee, The danger that this may 
not be obtained was raised by ir. Houck in 
asking ilur. Lennox if he thought that licensees 
of the Securities Commission would feel free 
to apnear before your Committee and give evi- 
dence. Frankly, we do not think they would, 
and, as in the case of ir. Lennox and the 
members of your Committee, it cannot be 
expected that the legal representatives of 
the Broker-Dealers!' ..ssociation should be 
possessed of the detailed information required, 
In the circumstances, we sugcest that measures 
should be considered which would allow broker- 
dealers to make their contentions known to 
you without fear. It is further suggested that 
efforts should be made to obtain the pros- 
pectors' representations. 

The hearings as they are presently being 
conducted before the Committee are conducive 
to a presentation of testimony substantially 
favouring the present Securities Act and the 
prevailins methods of its enforcement. fFossibly 
these constitute the best methods of controlling 


the sale of securities that could be devised. 


. ee 





we a wiih ee 


7 MO Ki 


BE ora aftnk xa bo ater ‘gry boptnaee. mi 
pvanaoEt bald odauoug a 4 xarrnod « id ‘sntbles 


ony t Ips. ‘Biwow: NO.LHeLeimod, eolstwoes pa to 


ive eee ae Rotdionwes wow, asked oscas'od 
 bivow ‘nee antee gon: ob ay cepa” 
5 ring hrs xofatent 


“ad sores, T2 7 were eeunog wey 40 enadwon 


PY a on 


Se ee ed eos sie OOO Jeget ode 2 ea “psaseqns 


on ‘ Lous ae a -: wl 
fai ise Yo vee feet’ 2 Ain wed & VB: LOGB G2 . ao, yotegqredond oda 


ote a! 


” 


ay tet bokigdab SAS, ae. hesesteo. 


8 be7 py ‘3 at? clean ee 





qweden Iedt Jee leer ew peg oorne Janno iy oad al 


me Be oy 
7 eore wet Benny aoie 
een OnE oe Pe 
Od MSH Saodtepineg, sold etes og aneloa) 


ae) oe 


ite5 aR on gockoreggy 9 tom 4 Bk 


ie 


eke gheddo. 6, 9ha0 ad biuore erotte 


my aby Gs 


scales age te 
gabitos Ja09 eo ‘atlhrpe in 

a Md 
<benive 24 Tage) anna ae 


J (eae 
s ani Ps ay cs 
a wy 


aa elite 


5 
- 
7 
iat 









=i he ; uh i 2 


avers 


te. 9489. . Sia aa bow 


Wah posebsaios, $d bivede 
shag gwuodls by Voy 


maa nine ae 





















3555 . Sutton 


On the other hand, they may be a source of 
hurt and harm to the investor and to the 
public at large. It is certain that the act 
and its enforcement affect in a profound 
manner the degree of development of our 
netural resources, and also occasion monetary 
losses of magnitude to a large nunber of 
investors. 

No question is raised regarding the 
motive of the legislators who framed the Act 
or the intent of the Commissioners who enforce 
it. The desire to protect investors in 
particular and the vyblic at large from ex- 
ploitation by unscrupulous stock-brokers and 
stock promoters is entirely admirable and 
justifiable. The prime question for the Com- 
mittee to consider is whether the Act and its 
enforcement enure to a greater public saving 
than a public loss; of whether it is a force 
for good or a force for evil. A breakdown 
of such a question splits the subject into 
two factors; one, its effect on the develop- 
ment of Canada's natural resources, and, two, 


the loss caused to investors through punitive 
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acts of the Commission against brokers and 
promoters. 

Before examining this ohase in greater 
detail, it is indicated that a reason for 
changes in the Act and its enforcement during 
the past six years or so should first be 
reviewed. In this period, a great amount of 
publicity has been given by certain Canadian 
and U.S. newspapers covering alleged wide- 
spread victimizing of the investing public 
by Toronto stockbrokers, No evidence has 
been presented to the Committee which would 
indicate that the investing public, in anything 
except the most negligible proportion, has of 
itself made any protest in the matter. 

In his research work in the stockholder 
field during these past six years, this 
organizer has personally interviewed and 
corresponded with a very great number of 
shareholders. Various issues have been 
raised by these shareholders, such as double 
taxation of dividends, the low dividend rates 
paid in ratio to earnings, the loss of owner- 


ship rights to labour unions, etc., but not in 
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one single instance has a shareholder made 

any reference to racketeering by stock-brokers, 
although the subject is continually kept in 
prominence by certain sections of the Press. 

It would therefore appear possible that 
a superficial high-pressure publicity campaign 
may well have influenced changes in the 
Securities Act and in its more stringent 
enforcement. From among the millions who 
have bought Canadian securities during the 
past six years, it would be enlightening to 
ascertain the approximate number of individual 
complaints which nave been received, either 
by the Securities Commission, the S.E.C., or 
by that section of the Press which has interested 
itself in the matter. 

It is a moot question whether or not the 
Securities Act asat present administered has 
general public support. It is. not likely 
that the public is sufficiently informed to 
be able to judge for itself. It cannot 
have escaped the Committee's notice that, at 
these hearings, ina city which houses tens 


of thousands of stockholders, not a single 
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individual stockholder appears interested 
enough to attend and follow the proceedings. 
Nor is it likely that the Securities Commission 
could or would estimate the proportion of 
speculative buyers who, on the one hand, 
are influenced in their purchase of shares 
by property development chances, and, on 
tire other hand, by the expectation of a market 
play. However, no board-room habitue could 
deny the tremendous public participation which 
is always evident in fast-moving promotional 
issues. 

With this in the background, a return 
can now be made to the question of whether or 
not the Securities Act is a medium of saving 
or of loss to the investing public. It would 
be useless to elaborate further on the good 
it is supposed to do; that has already been 
fully stated. “hat, then, of its harmful 
effects, about which nothing has been heard? 
These would appear to fall into two categories; 
a retarding of the development of our natural 
resources, and the occasioning of loss to the 
investor. 


That mining promotional activity has fallen 
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to a low ebb is an undeniable fact. Casually, 
this might be attributed to the poor economic 
status now occupied by gold, but this does 
not explain the lack of endeavour in searching 
for and promoting the development of base 
metals, when copper, zinc, lead, etc., are in 
demand at the highest prices in history. At 
least in part, the severe regulations of the 
Securities Act must be considered in relation 
to the retarded conditions in the mining 
development field, bearing in mind the 
plentitude of money possessed by those who 
are usually willing to speculate. Here, the 
point should be studied of whether the public 
is hesitant to absorb the offerings of 
promoters or whether promoters feel that 
they are allowed a reasonable latitude of 
personal and financial safety in making 
offerings in a manner acceptable to the 
public. 

Turning now to the effect of the Securities 
Act on the speculative investor. True it is 
that, more or less successfully, the Securities 


Commission attempts to screen stock promoters 
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and eliminate the unscrupulous and dishonest 
element. This procedure, at the best, can be 
little more than a matter of guesswork. That 
is established by the record of the Commission 
itself through its own admissions of its 
inability to prevent the use of ‘fronts! in 
the promotion of security sales, 

A problem which must constantly be met 
is this; when the Securities Commission dis- 
covers a violation of the security laws made 
by a stock-broker, the cancelling of the license 
of such a broker is likely. ‘With such a can- 
cellation go the hopes -- and, indeed,. the 
chances -- of the broker's hundreds of clients 
ever saving any part of the investments they 
have made with him. The company whose shares 
they have bought now lacks a financial sponsor; 
an amount of the vendor stock usually apportioned 
to the stock promoter has been absorbed; the 
low-priced options, from which a relatively high 
ratio of profit is expected, have been taken 
up. 

Nobody wants an orphan of this description. 


No other promoter will adopt it. It matters 
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not whether an unscrupulous promoter has 
‘slipped through the security commission's 
screen or if a good-intentioned promoter 
has unconsciously erred; the results are the 
same -- a complete loss to hundreds of people 
of the hundreds of thousands of dollars they 
have invested, The act of the Commission in 
cancelling the license of the offending broker 
is undeniably the instrument which is directly 
responsible for such a loss. The aggregate 
losses caused to the public in this manner 
during the past six years have run into many 
millions of dollars. 

The Commission's own records, taken with 
daily quoted bid and asked prices, show 
conclusively, in many instances, that, 
immediately prior to the cancellation of a 
promoter's license, a firm bid existed on 
the stock sponsored by such a promoter, and 
that, forthwith upon the license cancellation, 
all support of the market would disappear, 

In plain terms, this means only one thing; 
that the project has been abandoned and the 


investors! equity wiped out. 
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It would appear imperative that the 
Committee should obtain the actual loss thus 
occasioned from, say, the beginning of 1945 
to the present time. This can easily be 
arrived at. The Securities Commission either 
has in its files or can easily and quickly 
obtain the names of the brokers whose licenses 
have been cancelled; the companies whose shares 
had been sponsored by such ex-licensees; the 
number of shares in such companies which have 
been sold to the public; the market on the 
shares immediately prior to the license 
cancellations; and the market on such shares 
at this time. If such an investor loss should 
prove to be of major proportions -- and this 
cen reasonably be expected -- it would consti- 
tute a solid argument for a change in the 
form of punishment for the violation of 
security regulations. 

The present vrocedure is to punish a 
security licensee by the cancellation of his 
license, However, this may prove to be no 
punishment at all; in fact, it might provide 


an easy way out for an unscrupulous dealer. 
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Having sold his free vendor's shares and the 
lower priced options in which the profit ratio 
is greater, he might find it more profitable 
to abandon the deal and start a new one under 
the same advantageous conditions oy using a 
'front', rather than try to sell the more 
difficult higher priced options. The end 
result here would be that the investor has 
lost everything put into a venture, and that 
the broker has been given virtual encouragement 
to embark on a continuing series of new 
deals with an intention of abandoning them in 
the early stages. 
It is not perceived that this situation 

can be effectively met under the Securities 
Act as it is at present constituted. ir. 
Lennox holds the viewpoint that a war of 
attrition against lawless brokers will 
gradually wear them down. The stockholder 
body does not relish being a Belgium, a cock- 
pit wherein shooting rights are expected by 
the Securities Commission regardless of the 
number of innocents who may be hurt. liore 


stringent restrictions have been suggested to 
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cope with the problem, but the experiences 
of the past six years have indicated that 
a more drastic application of severer laws 
goes hand in hand with a worsening of the 
situation. 

It might be advisable for the Committee 
to review the general position in the security 
selling business from the time of the inception 
of the Securities Commission about a generation 
ago, and to find an approximate parallel 
case to give us the benefit of past experience. 
The thought goes back to the pre-prohibition 
era, a period in which no intense public 
- problem in regard to drinking was noted. ‘vith 
the restrictive legislation prohibiting the 
sale of intoxicants came the illegal seller. 
The act was tightened, punishment made more 
severe, and the illegal traffic became more 
strongly entrenched, bolder and utterly law- 
less; it established ‘kings' to rule over 
opposing factions operating in the trade, and 
threats and physical violence befell those 
who dared to oppose them. 

How true a picture this paints of the 


problem confronting your Committee to-day! 
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How did the present trouble in the promotional 

' security field develop, and how can it be 
remedied? Prior to the early '30's, little or 
no complaint was made against promoters of 
speculative issues. Yet no license was 

needed to sell stock, and before the Securities 
Commission was formed, the promotional end 

of the securities business regulated itself 

in a creditable manner, and was outstandingly 
successful in discovering and developing new 

mines. The Ontario Securities Commission 

was created consequent to adefaulting by 
several members of the Toronto Stock Exchange. 
t the outset, regulations affecting the 
promotional end were few and unimportant, 

and conditions remained in a satisfactory 
condition. 

Gradually, the Commission increased the 
number and stringency of regulations affecting 
promotionals, and hand in hand with such 
increase, just as it had done during the years 
of prohibition, lawbreaking in the business 
increased. With each added degree of restric- 


tion, those who were engaged in promoting 
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found it increasingly difficult to conduct 
themselves in an ethical way, and more and 
more they gravitated toward operating outside 
of the scope of the restrictive security laws. 
It appears that this movement is still pro- 
gressing. Seemingly, every new regulation 
decreases the brokers' profit ratio and gives 
a fillip to the temptation to overstep legal 
boundaries. Given an end result such as 
this, only one thing is possible; honest 

men will get out of the business and the 
inherently dishonest will get in. 

That is not just a dismal prediction. 
according to the Chief Commissioner's own 
statements, it is a present day tragic 
reality. From the several hundred promoters 
who were actively operating some six years 
ago when the Securities Act was made much 
“more rigid, the number of active operators 
has dwindled to eighty, and ir. Lennox has 
informed you that thirty-five of these are 
believed by him to be conducting their 
businesses in an unlawful manner. Many 
who were engaged in promoting have been 


forced to suspend operations during the past 
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six years because of the increased severity 

of security regulations.. Again, this has 
meant that the issues being promoted at 

the time these men withdrew from business now 
lack sponsorship, and a tremendous loss to the 
public has resulted. Your Committee is urged 
to follow the procedure outlined in the case 
of license cancellations and obtain the amount 
of this loss. 

At this point, it might be advisable to 
examine the Securities Act itself. some of 
its provisions are palpably unreasonable, 
and the opinion has been expressed in legal 
circles that the Act may not constitute good 
law. Restraints which prohibit a person 
from selling his own private property certainly 
would not appear to be a suitable and fitting 
part of the law in a democratic country. 
Discriminatory clauses which allow one man 
a right while depriving another of a similar 
right are obviously unfair. Yet that is 
the way the Act works. As an instance, 
throughout every trading day the salesmen 


in member houses telephone their clients and 
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solicit sales; there is no hindrance to‘their 
doing this. However, as lir. Lennox bes 
informed you, broker-dealers and taeir sales- 
men are not allowed to have ‘clients! in any 
sense of the word which is practical. In the 
enforcement of the Act, as you have been 
informed, it does not matter if a busy business 
man has bought a dozen different issues from a 
broker-dealer, he still must first re-qualify 
with that broker-dealer if he wants information 
pertaining to a following issue. The most 
honest broker-dealer cannot be expected to 

try to conform with such a ludicrous law, 

It is common knowledge that the breaking 
of one law which does not have public acceptance 
inspires a disrespect for all law. That is a 
lesson we learned, or should have learned, from 
our experience with prohibition, Is it then 
not a fact, considerin; the example of that 
part of the Act we have given, that it is 
the Act itself which is fostering criminal 
tendencies? Can any member of this Committee 
explain how the listing of a stock on an 
exchange puts any more metal into the ground, 


or raises its grade or mineable width? Or 
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can any member, having studied the price 
swings of listed promotional stocks as 
published in the Toronto Daily Star of May 
2lst, 1951, hold to the opinion that the 
listing of a stock assures any more market 
stability than could be obtained ‘offboard'? 
Why, then, the discrimination which is 
evident in the latitude afforded to the 
salesmen of member houses as opposed to those 
employed by broker-dealers? Why is it made 
to appear wrong for a broker-dealer to send 
out a large amount of mail, while it is 
apparently accepted as legitimate practice 
for a member house to cover every house in the 
hamlets and countryside, including those of 
widows and old age pensioners? It is either 
right or wrong to offer speculative securities 
in such a broad-spread manner, but if it is 
‘right for a member house to do it, then it 
must be equally right for a broker-dealer 
to do it. The fact is, of course, that, with 
a free use of the mails and telephones, the 
Toronto Stock Exchange members conduct their 
businesses in a manner which arouses little 


or no complaint, but broker-dealer members, 
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with a controlled use of these facilities, 

appear to run into trouble. it is indicated 

that the 'controls't do not work very well. 
It would seem that ill-conceived legis- 


lation, the responsibility for which must be 


shared by all parties in the Ontario legislature, 


must be blamed, at least in part, for much of 
the trouble in the promotional field. Such 
legislation creates jealousy, division, and 
bad feeling between the various financing 
groups, and makes for confusion worse con- 
founded. «gain stating a svecific instance, 
one of Canada's largest churches some months 
ago passed a resolution adjuring its members 
not to buy 'speculative' stocks. Upon investi- 
gation by this Union, it was discovered that 
the resolution did not originate within the 
church itself, but was drafted, according to 
the church's own statement, by a leading 
member of the Toronto Stock Exchange. 

There we have the sorry state of the 
financing bodies which, in a major way, are 
resoonsible for tne development of our natural 
resources. It is a state of cleavage and 


disruption. In it, participation by the small 
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investor in the development of our natural 
resources has been made almost impossible; the 
independent »romoter of modest means cannot 
pursue his calling; the prospector has lost 

his market for any discovery he may make. In 
this circumstance, Canadians are losing their 
heritage. The development -- and ownership 

-- of our mineral wealth is gravitating to large 
corporations, mostly under United States 
control. The socialistic love of and demand 

for controls is the very instrument which 

is driving us toward that which the socialists 
hate most; monopoly capitalism, No attempt 

of the Ontario Legislature to regulate any 
aspect or segment of the mining and oil business 
can succeed. From prospector to sveculator, 

it is the stronghold of free enterprises. 

We speak from the investor's viewpoint 
only and believe this; the average buyer of 
speculative stocks knowingly gambles in the 
hope of securing capital gain. He wants a 
market play, and isn't overly interested in 
that part of the price he pays for his shares 
which goes to ee Company, except insofar as 


the spending of it may give his stock a run 
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on the market. He doesn't want to read -- 
and if he did, wouldn't understand -- the 
gobbledegook contained in the prospectus he 
receives, He doesn't want the price of the 
stock he buys raised to cover the cost of endless 
and delaying regulations, but he does want his 
broker to include in the cost price of his 
stock a generous price spread which will build 
up an adequate 'kitty' for market support. 
Above all, he is greatly concerned lest the 
‘plug be pulled' and his bet is lost because 
his broker loses his license owing to some 
technical violation of regulations in which 

he is not the least bit interested. 

It may be difficult for the members of 
this Committee to fully grasp this state of 
mind of the speculator. ‘’e realize that 
members of the Legislature, in order to be 
elected, must, whatever their party affilia- 
tions are, be of themselves conservative, 
prudent and careful in their public and home 


17 f64%) 


THE CHAIRMAN: That certainly only applies to 


some. 
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THE’ ITNESS: (Continues reading): 


"it ane therefore be difficult for you to 
attune your thoughts to those of the speculative 
section of the public whose interests you 
serve. However, that is what you must try to 
do. Our conclusions are that no sizeable 
proportion of the speculating public want the 
multitudinous restrictive regulations which 
have been imposed on the promotional and 
speculative market field. ‘’e ask that the 
laws effecting them shall be repealed. 
Cognizant of the fact that, in effect, the 
provisions of the securities Act enure to a 
leading of honest men into law-breaking paths, 
we also recognize that the inherent and 
deliberstely crooked law-breaker is not being 
effectively dealt with. The mere cancellation 
of a license is obviously insufficient, If 
the provisions of the Criminal Code do not at 
present suffice to incarcerate the perpetrator 
of fraud, then the Code should be changed to 
provide for this and its provisions rigidly 
enforced. 


We therefore recommend to your Committee: 
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1. That the co-overation of the Dominion 
Government should be sought to so change the 
Criminal Code that it can be effectively 
used to punish those guilty of fraud in the 
sale of securities. 

2. That thereafter the Ontario Securities 
Commission should sustain its charges against 
security dealers inside the provisions of the 
Criminal Code. 

3. And that the Ontario Legislature should 
remove from the present Securities Act all 
of the many and varied provisions which 
now stultify and encumber prospectors, 
promoters, broker-dealers, under-writers, 
optbionees and speculators in their united 
desire to further the development of our 
national resources, 

All of which is respectfully submitted this... 

day of August, 1951. 

American Stockholders! Union 
per Thomas A, Sutton (Signed) 


Organizer," 


EXHIBIT NO.145: Brief presented 


to Committee by Mr. T. A. 
Sutton. 
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THE CHAIRMAN: Shall we adjourn now for 


lunch? 


hiR. JANES: I move we adjourn. 


THE CHAIRMAN: There may be some questions 
some of the members of the Committee would like to 


ask, if you will be good enough to come back this 


afternoon, hr. Sutton. 
THE WITNZSS: Yes, I will be glad to, 


THE CHAIRMAN: We will now adjourn until 2:30 


o'clock this afternoon. 
---The witness temporarily retired. 


---\/hereupon at one o'clock p.m., the further proceedings 
of this Committee adjourned until this afternoon at 


two o'clock, 
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Att eon OD N 8 8S § Tt ON 


Toronto, Ontario, 
Monday, October lst, 1951. 
Z,0u o'clock, D.i, 


The further proceedings of this Committee re- 
convened pursuant to adjournment. 


All parties present. (ixcepting Mr. Villeneuve). 


Same appearances es heretofore noted. 


THE CHAIRMAN: Gentlemen, shall we proceed 


with Mr, Sutton, 


MR. JOLLIZYE: Yes, Mr. Chairman, 


THOMAS ARCHIBALD SUTTON, a witness previously 
‘heard, now recalled, and who having heen already sworn 


continues his testimony as follows, 


{{R. JOLLIFFE: Before we go on, Mr. Chairman, 
I have been discussing this with Mr. Downer, and I think 
that the Committee would be in a more comfortable place 
meeting upstairs in the Op -osition Lounge. As far as 


I am concerned, you would be very welcome. 


THE CHATRMAN: That would be very fine, After all, 
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it prevents the use of the Lounge for its regular 


purposes, 
MR. JOLLI#F¥E: They are all out campaigning. 
THo CH-IRMAN: For what purpose? 


MR. GRUM.STT: It will not interfere with any- 


body up there and the acoustics are not very good here. 


TH CHaIRMsN: Much as sitting in the Opposition 


Lounge is distasteful to me -- 


MR. JOLLIFFE: You had better get used to it, 


Mr. Chairman. ie had to get used to it. 


THS CH-IRMAN: Well, you can get used to anything, 


you know, 


MR. GRUMMETT: And you could even get to like 
it, 
THE CHATRMAN: As long as you keep liking it, 


that is fine. 


MR. GRUMMEZTT: I mean the room. When we have 


a good Minister of Public Works who looks after us, 


MR. DOWNEN: He does better for you than for 


the Government. 


BY THE CHATRIMAN: 


Q. Now, Mr. Sutton, perhaps some of the 
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members would like to ask you some questions, 


A. Very well, 


BY MR. JOLLIFFE: 

Q. Mr, Sutton, I noticed in your brief this 
morning you likened the Securities Act to some other 
legislation in the past which was said to be not 
acceptable to the public. 

Now, apart from your brief, what evidence is 
there -- or have you any evidence -- that the present 
scheme of regulations of the securities yatnaes under 
the Securities Act is not acceptable to the public of 
Ontario. 

A, Only from my contact amongst the stockholders, 
The fact that they have displayed no interest in this 
thing, and so forth, From the stack of my files, enquiries 
are now being made, and I have discussed this thing with 
people personally, and they do not talk about "stockateer- 
ing"; their discussion is to get a square deal in taxation, 
and not to be taxed twice on dividends -- = 

Oo. Mr, Sutton, my question related to the Securities 
Act. The suggestion you made this morning ;that the 
legislation does not enjoy public acceptance, and that is 
why there is so much illegal activity. What evidence have 
you that the legislation is repugnant to the public? 


A. I would say that is demonstrated in Northern 
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Ontario, in the back-sliding which has taken place 

there; in the fact that there has been no public par- 
ticipation in mining developments, and that more, land 

has reverted to the Crown than has been staked. Whereas, 
at the same time, to my personal knowledge, Northern 
Quebec is booming. You go into these smaller places, and 
they have the very latest in store fronts; we find 


prosperity in Alberta and British Columbia s- 


THE CHAIRMAN: They have securities .cts in 


both those provinces, 


THE VITNESS: They have securities Acts, but 


we find there are far less restrictions -- 


TH. CHAIRMAN: I thought, in some respects, it 


was to the contrary. 


THs \/TINESS: I do not think so, ie have fewer 
restrictions, which come to my notice personally, in 
the province of Quebec and in Alberta, than we have here. 
There is no such severe restriction in price-spread in 


Quebec and there is no discrimination against the use of 


colour in the literature, 
THE CHAIRMAN: Surely, that is a minor point. 


THE WITNESS: If it is a minor point, why has 


the Committee -- 
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THi CHAIRMAN: Surely the public do not find 
our Securities law unacceptable because there has been 


some attempt to deal with the colour of the advertisements. 
THE WITNESS: No, Furthermore, Mr. Chairman -- 


TH] CHAIRMAN: I thought it was the broker- 
dealers who dealt with that, in any event; not the 


Securities Commission, 


BY MR. JANES: 
Q.- Do you suggest there is not prospority 
in our mining country? 

A I would say definitely that in comparison with 
Other countries, there is not. I am sure more land has 
been reverted to the Crown, than has been staked. 
Prospectors come to me, and they do not know where to 
go. The number of broker-dealers is down enormously. 
Mr. Wismer said this morning they are down to 158, an 
ali-time low, and after, we take those out -- let us 
assume they are deducted from the 35 bad ones -- it 


leaves only 45 -- 


BY THE CH! IRMAN: 

Q. Surely some of the causes of that in the 
North country -- and you referred to the gold mining 
industry in your brief. | 


A. Yes, quite so, 
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Q. After all, I would think that any lack of 
interest or any lack of voice on the part of the general 
investing public would perhaps be construed es satis- 
faction with the law as it nowis. If they were not 
satisfied with it; if they found it was doing them harn, 
I am sure we would have heard from some of them. 

A I do not know what a man can do -- what a 
stockholder can do, if the “plug is pulled" from under- 
neath let us say, Lake Surprise, which somtime before 
the license of Vincent and Wilson was suspended, they 
had mining land in Marmora, apparently highly regarded 
by the Department here, 

Prior to the time when the license was taken 
away, Lake Surprise was about 33 bid, and after the 
license was suspended, it was 20 asked and no bid. 

Stockholders did get together, I am informed,-- 
although I did not attend; I will not go into any 
factual situation -- but they wanted to see if they 
could get a license and pull it through, but they could 
not get it, unless the man was removed as a director, 
and it does not seem that the Commission can over-ride 
the Companies' Act, and tell the companies just who will 
be its directors. 

But this is the "payoff", Hugh Bothwick and 


Company ran an ad, and I called up and said, "What is 
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the market on Lake Surprise", and he said"20 and 29; 
what House is calling?", and I said "No House is calling 
at all" and he said "Oh, 45, public offering". Is that 
not a ridiculous situation? 

If our American friends to the south of us 
were importuned to buy Lake Suprise at 45 from Hugh 
Bothwick -- and usually they buy and ask questions 
afterwards -- and they came back and find on the Ctreet 
it is 20 = 25, and as soon as they get that information, 
they get another letter from Hush Bothwick telling them 
to buy more at 45, they will get after the Commissioner 


but not in the way I am suggesting. 


BY MR. JOLLIFFE: 

Q. I am not suggesting that the Securities Act, 
any more than any other Act, is perfect, nor that the 
administration of it is perfect, but once again I am 
inviting you to give us any evidence you may have, apart 
from your own brief and your own opinion, but evidence 
in Ee that the Securities Act is unacceptable to 
the public of Ontario, 

A. Mr. Jolliffe, that has been said to me by many 
shareholders, that it is unacceptable. I will admit 
that that class of shareholders are those who are not 
professionals, but very actively engaged in the market; 


they know what the "score" is, and some of these people 
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who are market wise very strenuously object to these 
provisions, They do not like the price spread business, 
They are desperately afraid of this cutting down ten 
cent stocks. They know the business probably as well 

as I do, and they know unless a broker is allowed to 
have sufficient latitude in his spread to build up a 
"kitty" so when the bad days come -- and there are such 
bad days coming upon us quickly -- they will not be 


wiped out. 


BY THE CHAIRMAN: 
Q. But the price-spread is controlled by the 
broker-dealers? 

A. Yes, but is it a free control? 

Q. The Securities Commission does not deal with 
that directly. 

A. Then I will have to counter with this question; 
does this Committee think the broker-dealers are free men, 
or that their Association has been more or less imposed 
upon them? I do not think, if a secret ballot was 
accorded to the broker-dealers as individuals, they 


would "go for" the broker-dealers'representations at 


all, 


BY MR. JOLLIFFE: 


Q. That may be so, and it may be true of 
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real estate brokers and hotel licensees and other 
people who hold public privilege, but what does it 
mean? What is the effect of it? The fact that certain 
people would prefer not to be regulated; would you say 
there is not public acceptance of that situation? 

Due I would say there is no way for the public to 
speak, and that is only the way they can act. 

Now, we do know of a very small number of 

brokers who find it worthwhile to go to the public. 
The public say very definitely, ".ie will not go into 
the business as it is", and they cannot get money, and 
my guess as to why they cannot get money may.be as good 


as anybody else's, 


THE CHAIRMAN: From the evidence we have here, 
some of them have a great deal of money. They have put 
a great deal of money into selling in Canade, as well 


as in the United States. 
THE WITNESS: Oh, I do not think so, 


BY MR. JANLS: 
Q. My understanding is the Association wants 


to protect the public, 


THE WITNESS: The Lord preserve us from our 


friend, 
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BY MR. JOLLIFYE: 
Q. Mr. Sutton, let us be practical, You say 


the regulation does more harm than good? 


A, I cannot see where it protects. 
Q. That is your view, that it does more harm than 
good? 


A. Yes, definitely. 

Q. To be practical about it, how do you explain the 
fact that 47 out of 48 States, and all the provinces 
in Canada, have found it necessary to pass regulations, 
to regulate this business? 

Even though you may be right in theory, why is 
it this has been the expression in a vast majority of 
the states in the United States, and in all the provinces 
of Canada? 

A. I must say that in the United States they have 
made some ghastly mistakes, 

a. They seem to be almost unanimous on that point. 

A. I have in my files some statistics on the 
American mining industry, which show that prior to the 
coming into being of the S. E. C. , there were more 
than 11,000 mines operating in the United States, and 
that Ae after these years of operation of the S. HE. C., 
the number of mines operating in the United States has 


declined to less than 3,000, 
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THE CHAIRMAN: Of course, that might be due to 
séverel other causes. Have you any particulars as to 
the oil development in the United S-ates? I understand 


that has been increasing rapidly in a certain sense. 


THE WITNESS: By large established corporations -- 


granted, 
THE CHAIRMAN: That may not be entirely so. 


BY MR. JOLLIFFE: 

Q. Do you know that several years ago there 
were twice as many manufacturers as there are to-day in 
Canada? You do not attribute that to the Securities 


Commission, do you? 


A, To some extent, yes. 
Q. But would there not be many other reasons? 
A. Oh yes, many other reasons enter into it. But 


notwithstanding that, it is becoming more difficult for 
any small promoter to start anything -- very, very 
difficult. 

You see, we have our "sacred cows" in the form 
of incorporated Suani ss. We worship these things. It 
is most ridiculous, in my dpiviton, that we should make a 
man -- @ promoter -- spend ,890. in fees to the province, 
plus another $600, to lawyers, to go and inspect the 


ground, 
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BY MR. GRUMMET?: 
Q. Oh, you are wrong there, The prospectors’ 
Dead eats will take care of that. 

A. How many people will go out on 4 prospectors’ 
syndicate? That is another “sacred cow", The way we 
are doing now is to fill the back pages of our Northern 

Miner Hand Book, where thousands of little mining 
companies have issued a little stock, and then come to 
a sudden end, and the more bonding that is necessitated 
and the more regulations for qualifying, the less money 


there is to go into the ground. 


BY MR. JANES: 
Q. What about the public? How will we take 
care of the public? 
A. Should we take care of the public? I would say 
that when 7/léths of the licensed broker-dealers are 


reputed, by Mr. Lennox, to be unlawfully -- 


THE CHAIRMAN: I do not think he said quite 
that, 

THE WITNESS: -- I would say very definitely 
when I meet people in my village, or my church, I do 
not think there is 1/16th of the people of Canada who 
are bed. Why is it that in the securities business 


7/l6ths are bad? It was not that way in the old days. 
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Of Buia: we did have the old L. R. scandal, 

but we opened up our mines, If we had had these regu- 
lations in the time that Harry Oakes or Mr. Bickell were 
in the north country, they would not have finished up 
with millions of dollars; they would have finished up 


with a number on their backs, 


BY MR. HOUCK: 
Q. Do you mean to sey the Ontario public would 
be better protected if we threw the Securities Act on 


the scrap heap? 


A. Yes, under one condition. 
Q. What is the condition. 
A. Then they would come under the Criminal Code, 


What do they do to these people? Put them out of 
business. 

BY THE CHATRMAN: 

Q. In other words, you would include in the 
Criminal Code more drastic regulations than now appear? 
You would shift to the Criminal Code some of the 


provisions of the Securities Act, would you? 


A. Yes, and thereby indirectly we would get the 
benefit, 

Q. What advantage would there be in that? 

ae There would be an indirect advartage. The 


price of a stock on the Board is not governed by the 
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intrinsic worth of the stock; it is governed by the 

law of supply and demand. That law of supply and demand 
is governed to a great extent by publicity, and cvery 
once in a while it seems to coincide with the time that 
the S. BE. C. has its appropriations coming up, or 
maybe the time that some of the “blue chips" on the 
Toronto “xchange, want a little more business. 

Every once in a while we have the Toronto Star 
coming out on the colour business. What I em saying is 
this, in answer to your question; that under the Criminal 
Code, where the responsibility would belong to Ottawa -- 

Q. Would you like us to control the Toronto Star? 
A, Yes, and in a very easy way. This is the 
way to do it. Put it under the Criminal Code, and stop 
this business of the Toronto Star, because when it 
becomes Ottawa's responsibility, the Toronto Star -- we 
will not see any more about it. 

That is the whole answer to the question,and 
the answer is that the St.Louis Post-Despatch publishes 
a lot of stuff, and that is all a lot of rotten 
politics. 

There are reasons behind all this stock- 
ateering" business, and it comes down to this, that they 
want to serve a few people, but they want the whole 


works. 
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That is why I brought into this thing the 
matter of the Toronto Stock Exchange, coming out and 
condemning any participation by putting money into the 
development of the north country. 

Q. May I be personal for a moment? What was your 
business before you were connected with the Stockholders' 
Union? 

A. I have been in the Public Relations since 
actually early in the 1900's. 

Q. You were not in the stockbroking business? 

A. I went in to sell a certain amount of stock a 
number of years ago, when the people with whom I was 


connected asked me for some advice. I have done pretty 


well, 
Q. You have never been in trouble yourself? 
A. Oh, certainly not. I stopped doing amything 


about it, with the change in the Act of 1945, so I 
would not get Labo trouble. I did not like the Act. 
There was nothing in the Act I could see which wwld 
put the bad chaps in jail on the one hand, and, on the 
other hand, leave the honest men with the right to 
do business in the way that Ryrie Birks do. 

Could you imagine going up to Ryrie Birks and 
saying, "You cannot put that green velvet in your 


window; you have to take that out, and put an old, 
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dirty sack in there? 
Furthermore, when they show a watch to a customer, 
who has gone in there to see watches, can you imagine 
the salesman saying, "The law forces me to tell you that 
it cost $5.75 to manufacture that watch". 
That is the way you want people to sell these 


stocks, 


BY MR. JANES: 

Q. Are we to infer when the Securities Act 
came into force, you could not continue doing business? 
A. I did not intend to. The record will show I 
did not take out a license. If I cannot telephone my 
friends, end have to be subject to this, that, and the 

other thing, and put up a bond, I do not want to do 
business. 

My name is "Tom" Sutton, and I wmt to do 
business as "Tom" Sutton, and I think it is ridiculous 
for the Securities Act to tell me I cannot do that any 


more. 


BY THE CHAIRMAN: 
Q. There is nothing in the Act to prevent you 
from telephoning your clients, 
A. I cannot have any clients, if I am a broker- 


dealer. Even the thirteenth transaction would not make 
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him a client of mine. Contrary to what Mr. Wismer says, 
Mr. Lennox said he did not care if they sold a dozen 
issues, if they bring out a new issue, they have to re- 


qualify the man. 


BY MR. JOLLIFFE: 
Q. If you are selling as a principal, you have 
cusomters, not clients. 
A. Well, I will not split hairs on what the name 
is. You are not allowed to have customers. 
In the meantime, the broker has to go through 


all this expensive business of advertising, as I see it. 


BY MR. JOLLIFFE: 

Q.- You do not seem to understand that it is 
not a matter of splitting hairs. There is a very real 
difference between a man selling something on his own 
behalf and selling it for somebody else. There is a 
very real difference there. 

A. I would like to know how a customer is someone 
who belongs to a broker, acting as an agent, and a 
"client" belonging to a broker acting as principal, and 
vica versa. I cannot follow that at ali. I cannot 


understand that. 


BY MR. GRUMMETT: 


Q. A short time ago, you made the statement that 






ayae tomal a4 tany 




















a ab ‘ ne 


u9 gated 








| ‘RN hkiot “ape 8 a 
i r . m Brine : ea ee ‘ 
svat wow ,LSgromisg Ses entiies are at ee Bs 
onan ent. ted a¢ Saise 
. ee . a sal eo 
eens taue sree of hewas ifs od: ‘et6 Ue ae) 
veit og of Bad Tetoud See estdnson we a ie 
Aha ‘ae 
‘ ; 
iti ama I dg eotetycews 40 ssemieud eviensa ce “ate tts pele 
ou ; :, i ti vy ae i 
savankaoy Ae sa in a 
ai si tegd Daavetpas oc, ieee som ah wot apa ar el, ; 
osc yeas 6 BE Gace?) «ee eaegaed ee Xe dot eem, a tom 4 


wwe pit Ho & PLY Stes Ee sad Cae retcur s wesia au soeteae nei | 


: . 2) i) a 
2 ayant? ~ .~eale envwenioe ior 93 cgi, ine Ateded uy 


oo: tS eerste eeeR yew 4 


a, 


oy 1 ey 


iyitg {J Boks 


wt seboie ue Bs) wel wens oth wiht nivel oy ae 





‘e Bae - eta ‘heey, ea ‘anges 4 eodond A - 
iw - cas aba 8, untae sariogt rs ot setter regener : 
aay ay ny ar 2 







holier: 7 age 
” wu 


gonaee J sabe te tadt ie cnt 





3093 Sutton 


quite a number of properties had been abandoned, and 
had gone back to the Crown, 

A. Yes, 

Q. You attributed that to the operation of the 
Securities Act? In what manner, and just how do you 
explain that statement? 

a. I think it has become pretty nearly impossible 
for a man to observe this law and meet his expenses, and 
try to break even, in going out to promote, whether he 
is an independent promoter or & broker-dealer. I do 
not think there is enough money in it. 

Q. - Micht it not be it is because the prospectors 
having examined the ground, and found it useless, and 
decided to abandon it, rather than carry on promoting 
it? He would Irew he could not get anywhere with 
useless ground, and he would say, "That is all right; 

I will abandon it", 
Do you think that is not the reason? 

A, In some cases it would be, but it would seem 
very peculiar to me that the ore is resting in the ground 
of Ontario, while it is being taken out, in the province 
of Quebec, 

Q. How many claims are sided before you find one 
that becomes a mine? 


A. Oh, tens of thousands. 
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Q. Is it not really to restrict the operation until 
it proves up, rather than have a lot of promotional 
schemes, but giving the opportunity of mining the ore, 
rather than mining the land? 

A. If you tell Bay Street how to tell the one which 
is good, rather than the ten thousand which are not 


much. The only way to find out whether it is food or 


not -- 
Q. Is the showing? 
a. Yes, to examine the property. 
Q. And that costs money? 
die Yes, 
Q. But do you not think most of the claims are 


given up because there is no good showing there, and the 
prospector says, "I have staked it on the chance that 
there might be something there, but I have no desire to 
go ahead with it now"? 


Py We have to take it by and large, 


BY THE CHAIRMAN: 

Q.- I think ore of the reasons for the falling 
off in development of gold mines is that under the price 
conditions now, they do not think they can make it pay. 

A. n yes. I know & case right next to Steep Rock 
where, if they tried to get under way, they will have a 


great deal of difficulty. 
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Qe What is their difficulty? 

A. | It is promotional, 

Q. They cannot get anybody to take an interest 
in it? 

A. It is promotional. 

Q. There may be many reasons for that. 

ae There may be, but it adjoins Steep Rock. 

Q. Just because it adjoins Steep Rock, does not 


prove anything. 

A. No. I heard of another chap on Friday who 
has been trying to get a deal with the S. E. C. He 
now has had it up for nearly three years, and has spent 
more than $10,000, 

Q. But that is not the Ontario Securities Act. 

i That is right. There are problems he has to 
meet. But the point is, if the Ontario Securities Act 
is putting bars in the way of easy financing -- it is 
much harder than it used to be -- how about the other 
angle? How many people have been convicted of fraud, 
who have just had their licenses cancelled? Very ie. 

/nd we hecr of people coming back with their 
"fronts" and operating under other names. There is the 
reason you cannot get public money. 

I think myself that the answer to this is going 


to be, if, as and when we really can get together and 
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get going, that it is the investor himself who has to 
clear it up. I do not think he should lean on the 
Broker-Dealers' Association or the government at all. 
I think it is up to the investment dealers themselves 
to get together and clear the situation up, by getting 
better informed. 

Q. That may be all very well for people who are 
accustomed to doing business. I do not think we have 
any great responsibility in protecting business men who 
are experienced and otherwise, by investigating these 


matters. They take their own chances, But this -- 


BY MR. JANES: 
Q- What about a widow with $1000. life insurence? 


A. You mean if she is approached? 


THE CHAIRMAN: There is another group in the 


public who are generally the ones who lose, 


THE WITNESS: <A good stockholders' organization 
would afford considerable protection to that widow, 
But the Stock Rete is largely to blame, because we 
have seen good stocks go on the skids, with their "blue 
Chips" -- 
Q. I do not know of any broker-dealer who has been 
doing that? Have you been doing that? 


A, We have started it. 
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Q. In the meantime, until you get into your 
stride in this campaign, what will we do? 

A. I think you can tighten the laws, and see 
that these people are not defrauded, but I do not think 


you can do it under the Securiti:s Act. 


BY MR. GRUMMETT: 


&- We have nothing to do with the Criminal 
Code. 
A. You certainly have. 
Q. How? It is a Federal Statute. 
A. A man votes in a Federal election. Do you not 


belong to Canada? 

Q. Are you going to ask us to wait until the 
Criminal Code corrects all the propositions you have in 
mind, before we do anything to protect the uninformed 
investors? 

A. No, there would be a necessity of waiting 
very long. 

It is my understanding, Mr. Chairman, that 
you are personally now negotiating for a change in the 
Criminal Code, for the purpose of extraditing people. 

I cannot agree with extradition myself. I do not think 
that is the right approach, and if ats can make your 


approach to Ottawa for extradition, why could not an 
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approach be made to the sameSource for other changes 
in the Act? 

Q, Nobody has said we have made any approach to 
Ottawa in respect to extradition. 


A. The newspapers said you did. 


THE CHAIRMAN: Nor have we made any approaches. 

That is a matter cntirely the responsibility of the 
Federal government. It has been said there have been 
consultations on an official level -- on a civil 
service level -- and the Socurities Commissioner and 
Deputy, but this government is not involved in any way, 
in that Treaty. 

he I may have placed my statement wrongly. I will 
accept the way it has been placed, but it does not seem 
to me it should be difficult to establish a law which 


really would stop fraudulent dealings. 


Q. You admit that the Criminal Code does not do 
that now? 
A. The Criminal Code does not seem to operate any 


more than the Securities Act. We see people defrauded 
out of hundreds of thousands of dollars, ané there is 
no punishment, Theat is a deterrent to people investing 
their money, and makes it impossible for the prospector 
to sell his claim, or the promoter to go ahead and 


promote it, 
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Q. You think your Organization would be more 
capable of advising the widow about her $1000., than 
the present set-up? 

A. The present set-up is not advising her. 

Q. You have not done that, and you have been in 
existence for seven years. 

A. No. We cannot do any business until I valk 
out of this room, but we have been doing research on it 
for seven years. 

Qe While you were doing your research, we have 


done the best we can, 


A. Oh, I will say that the situation is not 
improved, 

Q. You seem to think that you can do better? 

A. I am sure -- 

Q. The minute you find you can succeed with the 


situation, we would be glad to let you do it, but we 
want to make sure you can do it. 


A. Yes. 


BY MR. HOUCK: 

Q. You heard Mr. Lennox and Mr. McTeague and 
Mr. Wismer testify before this Committee that it 
depends on United States capital to quite a large degree 
for the development of our natural resources, pertaining 


to the sale of stock? Do you agree with that? 
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ae I am afraid I have to agree with it. Butl 
would like to see our own Canadian people coming in, 

Qe Then, if you agree with that -- and you told 
us a few moments ago you thought the Ontario Securities 
Commission should be scrapped, where would the confidence 
of the United States be then, with regard to our stocks? 

A. I would not admit for a moment that the people 
of the United Statss have any confidence. Mr. Wismer 
very well showed that in a statement this morning, The 
people are losing their confidence. 

Q2 They have not lost all their confidence. They 
are still investing money here. 

A. In municipal issues. I think Mr. Wismer said 
that the "send-outs" to the United States are nearly 
blank. I think we have lost their confidence, and I 
think we will have to regein it. 

Under the S, EH. C. , in the United States, there 
is less than one cent on the huge amount of savings 
dollars per year, which goes for investments, even 
in U.S. securities, It is no coincidence that since 
the inception of the S. E. C., it has been impossible 


to raise money. 


BY MR. JOLLIFFE: 
Q.- What do you mean “impossible"? You can 


hardly describe the raising of a billion dollars as 
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being an "impossibility". 

A, The S. E. C. will tell you that the average 
time for clearing an issue may be twenty-one days. That 
may be all right in some places, but they do not tell 
you about the years of delay in some cases to clear 


a primary issue through. 


Qe. Years of delay? 
A. Yes, years of delay. 
Q. Can you give an example where it has taken 


years of delay? 
A. I think I have a clipping which covers that. 
The St. Louis Post-Despatch is not the only 
newspaper. This (indicating) is from the Mining Record 
of Denver, Colorado, dated October Sth, 1950, and it 
says: 
"Salt Lake City, Utah-- Many reasons are advanced 
to explain the sorry plight of mining in the 
western states. At present the strong demand 
for copper and zinc has given producers of these 
metals a higher price, but foreign produced 
lead seems to have dealt a serious blow to the 
domestic lead producer. Devaluation of foreign 
currencies has also played a major role in up- 
setting the metal situation, The free-trade 


policy of the government with its reciprocal 
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trade agreements has persuaded many mine 
operators that the administration is "hostile" 

to the mining industry. This attitude of 
"hostility" toward mining is emphasized when one 
considers the curbs imposed by the administration 
upon financing minine enterprises. 

Since the Securities Exchange Commission (SEC) 
came into being in 1955 and 1934, more than 
8800 mines have quit. This does not mean that 
they were all put out of*business by the SEC. 
Some mines naturally "fold up" for lack of ore 
and other reasons, but under normal conditions, 
new companies are formed to carry on. 

The United States Bureau of Mines compile 
elaborate statistics on mining activity. Their 
figures show that in 1935 when the ZC was 
getting set up there were in the U.S. 11,033 
producers of the five chief basic metals -- 
gold, silver, copper, lead, and zinc. The 
records show that in 1949 this number had been 
reduced to 2308 mines, 

Figures for activities in the ten western 


mining states follows:" 


Then follows a list of the activities in various 
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states, which I will not read. 

Then it goes on to say: 
a It is not the purpose of this article to 
blame the present mining situation solely upon 
the activity of the SEC or any government bureau, 
but it is significant that during the 15 years 
of life of the SEC the number of active mines 
in the 10 western states has been reduced by 
nearly 80 per cent. Initial restrictions by the 
commission were so stringent that in 1944 at a 
conference held in Butte, the SZC modified some 
of its regulations and Congress raised the 
exemption limit from $100,000 to $300,000 with 
avspecial provision for assessable companies of 
$100,000 a year. Red tape and many additions 
were retained to provide little relief by the 
modifications", 

BY MR. JANES : 

Q. What is the date of that? 


A. October Sth, 1950, 


BY MR. JOLLIFFE: 

Q- That does not quite answer my question, 
They did not say "not as many mines in the United States," they 
said there are not as many mining firmsin the United States. 


It does not prove your point. All it states, is a 
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change of conditions, 

A. I think there has been a greater amount out- 
going and nothing coming in. A tremendous amount of 
land in the United States that is suitable for explora- 
tion -- and also in Canada -- 

Q. Have you by any chance heard of the development 
in the State of Temas in recent years? 

} $ Oil development? 

Q. Yes. 

A. Oh yes. Nothing by small independents, though. 
Only by the large companies. 

Q. Nothing by the independents? 

A, Nothing to speak of. I am very closely in 
touch with our Alberta situation, and I would say that 
nine tenths of that is now being developed by, let us 
call it "mutual manufacturing companies". The small 


man cannot go in, 


BY THE CHAIRMAN: 
Q. There are a great many new companies being 
formed to start in a small way? 
A. Yes, but all they can do is make a deal with 
Shell or the Imperial. Unless they have their hooks . 
in, they cannot raise the $280,000. to go through making 


a deal. 
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Q. On the other hand, the shareholders may benefit. 


BY MR. JOLLIFFE: 

Q. it is also possible that there is such a 
thing as a "scapegoat", You are trying to make the 
Securities Commission and the Securities Act the 
"scapegoat" for something. 

A. 1f Something besides the amount of development 
in the United States was being done by the companies 
which have the institution and the money, and the staff, 
to do the job, I would look at it differently. Most 


of the provinces in Canada do not have those facilities. 


BY THE CHATRMAN: 
Qe But almost everybody can buy Imperial Oil, 


and can participate in whatever may be made from it. 


MR. JOLLIFFE: Or the British-American Oil. 


They filed this summer with the Securities Commission. 


THE CHAIRMAN: If they had bought Imperial Oil 


a few years ago, they would have done pretty well. 


THE WITNESS: I would draw a line directly 
through the year 1945, to deny those statements. Up 
until the year 1945, we were bringing in mines much 


more quickly and more profusely than we are now. 


THE CHATRMAN: There are many reasons for that. 









prada at ‘Baad asia ite i 


oul. a s - vi Ms hat 
" ¢\ \arr \ 4 Tae ‘Ta 
hea settle be ri i ta rt 


" co VN Ra a a WAL 108, eS a 

























pas eR Eaten aes teas eigh yp 
‘ a deme eb ober dads Slo epee 4 ate eh a Waren ‘nt as 
‘ t pues j eae etter a a r / vi a 
Jo entt -aiiem. (od: Sncbyaes wee yey stesepesnea” 8. #8 ‘anid 
Ale) Aa tate ue “ < iv 
& og eae BB fo Poeee) ct uN) tho bea geen0 nad Pune aa 
a : ! ie ‘i ey Ag ; 4 
revs ant bas Qatar ett Ike, acy tuds sont eit Byed ‘iain 
. Me ere Bite hey viet i ' 
: . ee ; ao Pte ait bi + i 
7 Ome Ti tate erat SE ee: 7g Od: plyave 2 wade .) 6 a a 
th Eg EY Poe oboe srsd) dow Ob aboaad st apoirhvors oui to co 
¥ , 5 ve - % - a x weg i | 
a 5 ? ’ ¢ suited Jai Dy Srl bac 
é bree a is r 5 ely ‘ ts om 4" a 
‘EO sia} tet os; Be ECON ers yednia $08 a f ey 
- i re : Wien iy 
oh ek Boek ed eat’ yey eta Tes oracotvaeg HBO. ene Rh 
, i y : iS.) : ~ Nie ‘ev ey ‘4 Miri 
+ ee Sein % a in i an 
: ye ee at ar ae oa ae a 
2 io" Mas Prema He le ta. eae ey) ae sir Sh “ye 
j Le ioe hare Ps ee : 
; va tema eeth taveee geld ad Dw tei righ 2La? ‘Heli?’ > uy 
; as ‘ woo . : if ih wad 
hic. Lasveded Tehasoo ban youd FE Tee ele sa ar! i" 
eee ee | | 
He rae tterd oho oved Slee woud 08 axa ast Bid 
. a) a : i; 
(footy key fey wore LAL OVE t . canes ti ae hy Cag 
‘ i re | rn ie wa nt 
| ae iaatiadete ennds {Ae 4 oe ets “ay oe, sgugets 


Sova eect tur 9 guts reba, on ON a a 


, wos ow ae’ 1 BR, oawigae ; 


5606 Sutton 


\mE WITNESS: Yes. The one I am looking at -- 
and thd main reason -- is that the small man camnot go 


out with a few thousand dollars and do it. Iv did away 
with briXging in mines. Bringing in mines now has stopped. 


BY WR. JOLLIFFE: 
Q. When was a mine ever brought in by a small 
man with a few thousand dollars? 
A. Let us take the case of Campbell Red Lake. 
That only had a few thousand, when it started. It was 
brought up from nothing. 


It was followed up by the Dickinson Red Lake -- 


THE CHAIRMAN: That was before the Securities 


Commission, 


THE WITNESS: That was before the Commission 
came in. I sold my clients *«* ck in Campbell Red Lake 
at 16 cents, and now it is $3.80. 

I sold Dickinson Red Lake at 22, and look where 
it is aren 

Qe There have been several mines which came into 


being since the Securities Act was originally passed? 


BY MR. JANES: 


Q. There are several mines -- 


THE WITNESS: Not since the change of 1945. That 
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was when the Act was really changed. Prior to that, 
there was no difficulty:in going out and getting a few 
thousand dollars, We brought in Campbell Red Lake and 


Dickinson, 


(Page 3608 follows) 
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Now it is in the position of being able to 
put up one hundred thousand dollars to buy the stock 
listed on the exchange, and can take advantage of the 
customer's man who is allowed to pick up his telephones 
and talk to everybody he wants to. 
I think there are grounds chosenby other people, 
other than Mr. Arthur White, who do not nave anything 
like a hundred thousand dollars, and I cannot see why a 
man who wants to pick up a telephone and wants to sell 
this other ground, should not do it. 
Q Is it the telenhone restrictions which bothers 
you most? 
A I certainly think that is one restriction. 
Then there is the matter of lack of colouring things. 
Q That did not come into the 1945 Act? 
A No, I know that. But before that when I drew 
up the Campbell Redlake prospectus, I can tell you it 
really glittered, and people should be thankful for 


it; sixteen cents then, and now ,3.80. 
BY LR. JANES: 


Q What do you call yaur organization? 
A The Stockholders! Union. 


Q Who are they? 
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A I think we went over all that. 

The only reason I went into the brokerage 

business was because a lot of people called me and 
would say, “What do you think of that, Tom?", or, 
“hat do you think of this?" I said, "I cannot tell 
you which is good, without becoming an investment 
broker!’ and they said, "Why do you not take out a 
license; you know the ropes, and pick on some of these 
things." Which I did, 

I am not interested in getting baek into it. 

I made no money out of it. I bought out from my 

market every cent of the twenty-two thousand dollars, 
and came out on the right side of the deal, and squared 
all the accounts, and left it just as it was. The 
stockholders got back everything, except their expenses, 


and they still have the ground. 


WR, HOUCK: No more questions, as far as I am 


concerned, 
MR. GRUMMETT: That is all for me. 


THE CHAITRWAN: Are there any further questions? 
(No response) 


Thank you very much, Mr. Sutton. 


---The witness retired, 
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NORMAN WILLIAM HAROLD COX, 


A witness being called and duly sworn, testifies as 


follows: 


BY THE CHAIRMAN: 


Q Mr. Cox, you are in the employ of the 


Ontario Securities Commission? 


A I am. 
Q What is your exact status? 
AA IT am an investigator of Group 3. 
Q How long have you been so engaged? 
A Since April of 1946. 


THE CHAIRMAN: I think some of the members 


have some questions they would like to ask you. 


BY wR. JOLLIFFE: 


Q@ What wes your previous experience, Mr. 
Cox? 

A I had been on the police department of Forest 
Hill Village from 1934 up until 1946, barring the war 
years. 

During the war I was with the police of the 


Air Force, attached ta the service investigation of the 
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R.C.A.F. 
Q You did investigational work in the service? 
A i Oe 
Q I wonder if you would describe to the Committee 


a typical investigation that you are called upon to 


undertake. 


THE CHAIRMAN: I do not imagine you want him 


to give the names at the moment? 


iiR. JOLLIFFE: No, I am not interested in 
names. J thought the witness could give a general 


picture of the sort of work he is usually engaged in. 


THE WITNESS: ‘'ell, most of my work with the 
Commission has been investigations into more or less 
criminal matters in connection with securities. 

The most recent one -- and I am speaking of a 
case which has been through the courts -- is in the 
matter of where, -- to describe it briefly -- the 
President of a company who, with an accomplice, as I 
shall call him, made a "phoney" agreement with another 
company, and filed with the Commission, or attempted to 
file, a prospectus in which there was a "phoney" 
optionee, and a "phoney" under-writing agreement, Through 


the false representations made by the president of 
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the company, and his accomplice, something close to 
fifty thousand dollars ( worth of stock was sold in 
Ontario. 

The investigation was rather an extensive 
one; it covered some time because there was a matter 
of forgeries which had to be inquired into, and 
evidence gathered, and it did take some time, concerning 
forged letters, "phoney" under-writing agreements, 
proof of the non-existence of a fictitious optionee, 
and such, 

There were three parties charged in connection 


with it, and a conviction was secured against two of 


them, 
BY MR. JOLLIFFE: 
Q@ You gathered the evidence in that case? 
A Yes. 
Q Were these prosecutions under the Criminal 


Code, or under the Securities Act? 


A Under the Criminal Code. 
Q They were criminal prosecutions? 
A That is right; there were thirty odd charges 


against each, forgery, uttering, conspiring to defraud, 
and false pretences. 


Q And you got two convictions? 
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A Convictions against two parties, yes. 
BY uk. GRUMMETT: 


There was more than one conviction against 
each, I presume. 

A The case went to trial on the conspiring to 
defraud, and the evidence of false representation, 
obtaining by false pvretences, forgery and uttering, 
of course, was all given in that particular charge, 
and a conviction was registered on a charge of 
conspiring to defraud, and they did not proceed, of 
course, with the other charges, 

Q Now, Mr. Cox, some mention was made by a 
previous withess to the effect that your officials, 

-- that is, the investigators, -- were not empowered 
or clothed with the power to arrest, and it has caused 
difficulties at different times, 

What is your suggestion regarding giving 
investigators in positions such as yours, the power to 
make arrests when you find something criminal is going 
on? 

A Quite frankly, I do not believe it would be 
helpful, judging from my own experience. I cannot 


think of any case where we could have used such powers. 
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The Wetter of investigating an offence under 
the Securities Act is not exactly like investigating 
house-breaking or shop-breaking, where you might catch 
aman in the act of committing an offence, and 
arrest him. 

In an investigation under the Securities Act, 
for instance, it is a matter of finding an illegal 
salesman in an office. You may walk into that office, 
and find a man whom you suspect to be an illegal 
salesman, but it would generally take you some time 
before you gathered sufficient evidence to make you 


feel the man should be arrested. 
BY WR.. JOLLIFFE: 


Q Were you the investigator in the haufmann 


case? 
A Yes, with ir. Crowe. 
Q What did you encounter in that case? 
A In the case of Kaufmann; as you may all know, 


we went to the office of Burgess, as the result of an 
anonymous telephone call, to the effect that a man 
named Cottrill, who is not registered with the Commission, 
was selling over the telephone from Burgess & Company. 

So a surprise visit was arranged, 


Mr, Crowe and myself went into the office, and 
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we found Kaufmann. I might say, when we first went in, 
we did not speak to taufmann immediately. He ran from 
the office. He was chased by Mr. Crowe and brought 
back. Of course, that excited our suspicions somewhat. 
He tried to dispose of the contents of his wallet, 

and in going over the material we found, what appeared 
to be phone cards. However, we could not check them 
from the files of the company, because the files were 


locked, and we did not have the key. 
BY MR. HOUCK: 


Q iir, Cox, if you had the power toarrest 
him, would you have arrested him right on the spot? 

A In the case of Kaufmann; we would have had to 
have the power to arrest him under an order, without 
a warrant. 

If we had gone into the place and had seen 
Kaufmann in there, and he had given hig name, of 
course, we would not have been able to search him. 
“le would have had a lot of difficulty in arresting 
hin. It was suspicious, but I do not think we could 
have arrested him, 

The fact that he ran, and we found these 


cards on him, which appeared to be telephone cards, 
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but which we could not check at that time, I am not so 


sure I would have arrested him, even if I had the power, 
BY MR. GRUMMETT: 


Q@ Is there any danger in giving you powers 
Similar to those of the Provincial Police? 

As you know, they carry a general search warrant 
with them at all times. But would there be any danger 
in giving your officers the same kind of power? 

A I do not believe we really require it. Under 
the Act we have very broad powers for conducting formal 
investigations. 

Our experience in the brokerage business, in 
making informal enquiries, has been that they do co- 


operate. 
BY THE CHAIRMAN: 


Q@ On making an enquiry of this kind, first of 
all, you interview the people in the office? 
A Yes, 
Q If the conversation reveals the necessity for 
examining books, that is done by an auditor? 
A That is right. 


Q So, in the initial stage, it is a matter of 
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interest? 

A That is right. “ie divide the investigation 
into two parts. There are the informal inquiries which 
are made first. If it warrants a formal investigation, 
then we write our reports and ask for an order to be 
issued. In some cases we would go on with some further 
investigation, without asking for an investigation order, 
where we believe we could get the information without 


it. 
BY )R. HOUCK: 


Q On the afternoon you interviewed haufmann, 
did you have any suspicion he would jump the country? 
A When we went into Burbess and Company, we did 
not know anything about saufmann -- nothing about hin. 
We did not just know who Benjamin Kaufmann was, When 
we found out in the office that he was an American, 


the thought did occur that he may leave, 
BY MR. JOLLIFFE: 


Q And apparently he did leave in great haste? 
A I believe so. 
It would be difficult to actually catch a 


person in the act of committing an offence against the 
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Securities Act, in the way you suggest, such as police 
officers, who run across a house-breaker or a shop- 


breaker. 
BY MR. GRUMVETT: 


Q In the Kaufmann case, apparently he was in 
that position, because when you came into the room, he 
tried to destroy incriminating documents? 


A Yes. 


THE CHAIRMAN: How would he know they were 


incriminating? 
MR. GRUMMETT: ‘Tho? 


THE CHAIRMAN: How would the investigator know 


they were incriminating documents? 


MR. GRUMMETT: In the haufmann case, he was a 


little afraid, 


THE CHAIRMAN: That is true, but I think the 
point the witness makes is that you would almost have 
to catch him in the act of making a fraudulent state- 


ment to some customer. 


THE WITNESS: It is conceivable you might run 














Br ae ee 
RTA AY tia f 
; Al) Ys ants, nO 


; bk i J ‘ #1 , A% ae 
‘ fe : : arti a at 




















anilog am doe: ~2aaaR 





Cais = rf “hp Pie A fap : oh te aN ’ a My 
OEE Be LS) ingrd -Salsod ie ReesON rw oe patio 
Beye : ah? Gone as! m Nis is . ' 
y I os 4 Wie h', } f iv rt i a 
Maris ( na . gern "i | 
i‘ ' if Wy i mT ce ° 
- >, ris es A ieee f a, re pha 
SUD PID) ik LE 
Vani mee PL EI 0) 1 


i. BSW. OR Yitasre fe eee! reat hes dy..al 2 P agi : i 


1, ae Use) ee a Ga ne he i aS a 
HGS moO Ott, Sate a BON sea seunnad fod datn? 

see & ; a ; a : m : - 7 ‘ : : a 
TAPAS OER, yr bier EAPO, gontent at shesaa 

bee b aise Sion | Nag 

at fC) ae 

. y ae 

Susu, cord wore en! Luu nA co ie is Dap “te i ? 
+B itaaiaanadt 

an 2 i 

Sede iene eI HO hd tet ieee i y 

: ° we, : fit 

onn doseaitearal Body Binoy yea rN A ite ue ‘i 
Psy Peas rhe hon | Bee Spi SGA i ieee raat ‘Mab % 


, HGD uaitanimbonk chai ‘aa 





Bep at ch ain a emai aia Ayala 





abies 9 sedi a | 


. 


wt 


, end  aatitst seid fea Sif dsc cia a a ay ‘ 





a aye ins Pee A * Pe Pe ie a ii 
n one | ae ba Pe ‘ “99y apy wa! eotlaa 

a at eae | ass kenaar bases Sit tq 238 9 

se f a eee. . i oe i ee i j 





‘ ; We 
j i 


nee i aa Hog, oh 


. en, 
; 






Reo or 


3619 Cox 


into that. 
BY MR. JOLLIFFE: 


Q Did you ever run into that? 
A No, the haufmann case is very isolated. We 


never came across such a case before. 
BY TH CHAIRMAN: 


Q In that case you found a man in the office 
who turned out to be an unregistered salesman. I 
suppose you did not know about that until later? 
A Yes. 


Q Apparently he was -- 


MR. GRUMMETT: He did not know whether they 
had the power or not. He assumed they had the power 


to search him, 
BY MR. JOLLIFFE: 


Q You were acting on a "tip". That is why 
you went there that night? 


A That is right. 
BY MR. JANES: 


Q In that case, if you had taken a policeman 
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with you, he could have held him. 

A We could not have instructed the police to 
hold him for a breach against the Securities Act, 
because we had no evidence against him then. And then, 
under the Act, the Attorney-General must direct that a 


prosecution be initiated. 
BY THE CHAIRMAN: 


Q Yes, for statutory offences? 


BY MR. HOUCK: 


Q Could you identify Mr. Jolliffe's coat 


as one of ir. Kaufman's coats? 


A No, I don't think so. 

Q Did you ever do any wire-tapping to get 
evidence? 

A No, sir. 

Q You do not believe in that? 

A No, sir. 


BY MR. JOLLIFFE: 


Q Mr. Cox, are you one of those who conduct 
investigations as a result of one of these orders signed 


by the Hon. Attorney-General (Mr. Porter)? 
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A Yes, sir. 

Q You are? 

A Yes. 

Q What is the procedure in an investigation of 
that sort? 

A You are referring now to examinations under 
oath? 

Q I think you had better start at the beginning. 


I think you said it falls into two parts. 

A It does. If a complaint comes into the office, 
it is assigned to an investigator who goes out and 
makes the initial inquiry. 

If, as the result of the inquiries, it is felt 
that an offence has been committed, then an investigation 
order is asked for, 

When the investigation order is issued, sub- 
poenas are then sent out to the various witnesses, and 
they attend at the building, and are examined on oath 
as to what their knowledge of the matter is. They are 
subject to questioning by the investigators. 

Q That relates to the questioning of witnesses, 
How do you proceed where you have reason to believe 
there may be documentary evidence in the of ice of a 
company? | 


A Yes. 
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Q How do you proceed, in that event?,. 
A We would go to the office and make our 
inquiries at the office, and examine the records. If 
I may illustrate it, sir; if I received a complaint that 
somebody had received a telephone call from a broker, 
and that party had not solicited any information, nor 
was he a client of the company, we would go to the 
company's office and check the client's ledger to make 
sure the person's name was listed as a client of the 
company. 
We would question the broker as to the details 
of the telephone calls, to find out if a phone call 
had been made. We have means outside of the broker's 
offices, to find out if they have telephoned, and I 
would look for the evidence in the office, 
If the broker admits that a telephone call was 
made, then we ask to see the enquiry of the person 


sending in, asking for information, 
BY THE CHAIRMAN: 


wY And if he sent in an enquiry, the telephone 
call would be Bey eeatie legal? 
A Yes, it would be legal, yes. 
Q As soon as an investigation order is made, then, 


of course, you have the right to seize any documents 
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which you think are relevant? 


A That is right, sir. 


BY MR. GRUMMETT: 


Q@ You are given at that time, a search 
6 ) 


warrant? 


THE CHAIRMAN: No; the Attorney-General's 


order has the same effect. 


BY MR. JOLLIFFE: 


@ That section of the act seems to be wide, 


THE CHAIRMAN: Yes, as I said, we could examine 


these books, wnich I think might be a pretty good idea. 


MR. JOLLIFFE: Yes, To empower the Attorney- 
General to order the investigation. In fact, have 
you gone into any office, other than the office com- 
plained about, looking for documents which might be 
relevant to offences alleged against the other office, 
as a matter of practice? 

A No, I would not say we have. We have, of course, 

visited the offices of many mining companies, without 
orders, where no order has been issued, and we have 


received the same co-operation which we received from 
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other brokers, 

Q Suppose you did not receive co-operation? 
Let me give you this example; supposing there was a 
complaint which you thought was worth investigating 
with regard to the activities of a certain broker- 
dealer, and in order to get at the facts, you thought 
it advisable to go, in the first place, not into the 
broker-dealer's office, but to the office of the 
mining company whose issue the broker-dealer was 
handling; I take it that the Attorney-General can 
make an order which would authorize you to go into 


the mining company's offices, as well as the broker- 


dealer's? 
A That is right. 
Q That does hapoen? 
A Oh, yes. Mining companies are named in the 


orders, as well as the broker's names. 
Q They have to be named? 


A ‘“hether they have to be or not, is debatable -- 
BY THE CHAIRMAN: 


Q They generally are? 


A Yes. 
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BY MR. JOLLIFFE: 


Q I think this would be good practice? 
A Yes. I may say that the latest order which 
was upheld by the trial judge is being appealed. 
Q Have you had occasion to make any investigation 
of alleged "fronts"? 
A Yes. We have made some investigations, because 
a person ath obeectan of being a "front", 

But I might say that the work in that case is 
chiefly done by the auditor, who makes a check of the 
records of the business to see what the books show, and 
then the investigator follows it up with the auditor 


and questions any persons who would be able to give us 


information, 

Q Have you been on such cases yourself? 

A Yes. 

Q Is it very difficult to get to the root of the 
thing? | 

A Most difficult. 

Q Most difficult? 

A It is fobehety difficult to gather enough 


information to make you very suspicious, but it is 
very difficult to gather evidence which would be con- 


sidered real proof. 
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‘BY THE CHAIRMAN: 


Q Onthe other hand, apparently under the act 
there is machinery for the fullest possible investiga- 
tion of the books of any operator or any company, which 
might be involved in the securities business, in almost 


any conceivable way? 


A That is right. 
Q There is no lack of power to investigate? 
A No. 


BY MR. JANES: 


Q Do you think the Act is putting any undue 
hardship on these companies? 

A I do not think so. 

Q And that it should Nee rarneds as was sug- 
gested a few minutes ago? 

A I cannot agree to that. 

Q The point is, do you think it is contrary to 
providing protection to the public? Do you try and 
protect the public? 

A That is our function. That is what we are 
trying to do. Ido not think any investigation into 
the books and records disrupts their normal business, 


unless the people running the company are potential 
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accused persons. 

Q That is the point; if they are doing an honest 
business, they have nothing to fear from your investi- 
gation? 


A No, notat all. 
BY MR. HOUCK: 


Q Are you called upon to conduct many 


investigations, Mr. Cox’ 


A Je always have a number on hand. 
Q You have a waiting list? 
A Yes. 


BY MR. JOLLIFFE: 


Q@ Do you usually work alone or accompanied 
by another investigator? 

A No, an investigator generally works with an 
auditor. It is seldom there are two investigators 
on the same ee although it sometimes happens, tne 
investigators are carrying on more than one investi- 


gation at the same time. 


Q You have been doing this work since 1946? 
A That is right. 
Q Has any person ever suggested to you that you 


lay off an investigation, for financial consideration, 
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or some other consideration? 


A Bo, Sins 
Q You have never been "propositioned"? 
A No, I have never been "propositioned", 


MR. JANUS: Not with his honest face. 


WR, JOLLIFFE: Yes, they would realize it was 


useless, 


BY Ia. JOLLIFFE: 


Q As far as you are concerned, you feel that 
you are sufficiently well-armed under the present 
legislation to carry on the work you are called upon 
to do? 

A I believe so. I believe the powers given to 
an investigator under the Act as it is now are quite 


all that he needs. 


TH. CHAIRMAN: They could not be much wider. 


BY WR. JOLLIFFE: 


@ No. lay I ask who is your superior? To 
whom do you report? 
A lir, Cameron, the senior solicitor, and also 


the chief investigator. 
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3629 Cox 


Q Does that mean you make reports to him, and 
that he assigns work to you? 


A That is right, sir. 
BY wR. GRUMAETT: 


How many investigators are there in the 


Department, carrying on investigations such as yours? 


A Dix. 

Q And an equal number of auditors? 

A That is right. 

Q In view of the number of brokers, or broker- 


dealers and salesmen, do you think that is a sufficient 
number to properly control the operation of those 


dealing in securities? 
THE CHATRiuAN: It should be, 
MR. GRUMMETT: Yes. 
BY R. GRUMMETT: 


Q You think your Department is well-staffed? 


A Yes. 
BY MR. JANES: 


@ Do you ever go into an office without a report 


or suggestion that there is something wrong, but go in 
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just as a matter of principle, occasionally? 


A 


e 


A 


& 


inv 


int 


unc 


A 


I do not understand that, sir. Do you mean -- 
The auditors go in every so often? 

Yes. 

And can go in any time they take the notion? 
Yes. 

Do you go in on such occasions’ 

No. 

You do not go in? 

No. 

Unless you are especially sent in? 


Yes. 
BY WR. GRUMMETT: 


Q So, when they see an auditor and an 
estigator come in, they know something is wrong? 
A I think when an auditor and investigator walk 
o an office in Bay Street, they might feel a little 


omfortable at first. 
BY THE CHAIRMAN: 


@ Unless they are innocent? 


That is right. 
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BY MR. JaNZES: 


@ I suppose you have calls and complaints 
about certain brokers, andlave found everything all 
right? 


A Oh, quite often. 


BY liR. JOLLIFFE: 


@ Do you have many complaints about unregistered 
salesmen recently, Mr. Cox? 

A No, I cannot say very often. 

Of course, lir. Jolliffe, I do not receive the 
complaints, I only get those which are assigned to me, 
but I have never been ent down to an office, to the 
best of my recollection, other than in the Kaufmann 
manner, for the purpose of seeing if an unregistered 
Salesman was there, I am, of course, speaking only 


for myself. 


Q That does not sound as though it was very 
frequent? 

A No. 

Q “hat about complaints about the selling methods 


of salesmen? Have you been assigned to make investiga- 
tions along that line? 


A Yes; I would say that a number of complaints are 
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received about high-pressure methods. But unless the 
investigation shows the complaints are more or less 
justified, it is very difficult to prove that high- 


pressure methods have been used. 
MR. JOLLIFF.: I think I know what you mean. 
BY MR. JOLLIFFE: 


@ Mr. Cox, I am not going to ask you any 
more questions, but this interests me. As a former 
police officer, I suppose you take some interest in 
your own "batting average"; have you kept any record 
of the number of convictions for which you have been 
responsible in the last five years? 

A No, sir, I have not. I can only recall one, 
In the cases we have dealt with, there have been 
convictions in all cases except one, which was a charge 
of bribery, where the jury disagreed. On the second 
trial, the jury disagreed again. The case did not 
come to trial for the third time, 

And two cases before the magistrates where a 
man was acquitted, and one case in a higher court where 
aman was acquitted. That was in the case I spoke about 
earlier, where we had charged three, one was acquitted, 


and two were convicted, 
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BY LiR. GRUMMETT: 


@ Have you any idea of how many cases you 

have in a year? 

A I cannot answer that, sir, I cannot even 
hazard a guess at it. I have never actually counted 
up the number of cases we have worked on. 

( You do not prepare a statement at the end 
of the year showing convictions and acquittals? 

A Yo; we keep a monthly progress report, which 
lists our cases we have in court, and formal investi- 
gations where an order has been issued, and cases which 


have been investigated without an order. 
BY MR. HOUCK: 


Q Do you get many calls outside of Toronto? 
A A number of complaints come in from outside 


of Toronto, sir. 
BY MR. JANES: 


Q Have you investigated any brokers outside 
of Toronto? 
A Yes, sir. Not very often, however, The bulk 


of them are right in Toronto, of course. 


MR. JOLLIFFE: So I understand. 
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BY MR. GRUMMETT: 


Q Centralized in one area? 


A That is right. 
MR. GRUM.ETT: I have no further questions, 
MR, JOLLIFFE: I have nothing further, 
THE CHAIRMAN: Thank you very much, Mr, Cox, 
---The witness retired, 


THE CHAIRMAN: That clears us up for the after- 


noon. In any event, it is about a quarter past four. 


THE CLERK:I spoke to Mr.Deering, Mr. Black- 
burn lives in Calgary, and cannot be available, but 
the broker, Mr. Dearing, would be prepared to come here 


to-morrow morning, 
THE CHAIRMAN: That may be done. 


We will adjourn now until to-morrow morning 
at ten-thirty o'clock. 
---\Yhereupon at 4,10 of the clock p.m., the further 
proceedines of this Committee adjourned until Tuesday 


October 2nd, 1951, at ten-thirty o'clock a.m, 
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Toronto, Ontario, 
Tuesday, October 2nd, 1951, 
11300 o'clock a.m, 


The further proceedings of this Committee re- 
convened pursuant to adjournment. 
All parties present. 


Same appearances as heretofore noted, 


THE CHATRIMAN: Gentlemen, shall we proceed? 


MR. HOUCK: Mr, Chairman, before we get started, 
I would like to have a short discussion amongst the 
Committee members, and perhaps a little guidance from 
yourself, about the future of this Committee. 

I still think we have a lot of work to do. 
There are still some departments to cover, and I think 
we should have some guidance from you, or else through 
a small Committee appointed by yourself, with yourself 
on it, of course, 

i think it was at the last meting in August 
when I suggested, moved, and it was carried, that we 
invite Mr. Bigelow, Chairman of the Racing Commission, 


to appear before us. 


ms 


a 
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I notice with some resret that has been dropped 


like a "hot potato" -- 


THE CHAIRMAN : Oh no, no "het potatoes" about 
2 iy 

MR. HOUCK: If I may finish, Mr. Chairman, 
There have be*n some convictions and some Suspensions, 
and we decided to wait until it was over, I said that 
in some of the cases there will undoubtedly be appeals, 
and they might be held over for a year or so, and I 
think we should at once, Mr. Chairman, have Mr. Bixelow 
before us, and if you do not think he should come before 
us in an open meeting, we should at least have a con- 
ference with him, and see what is what. 

Tren the name of Mr. Roher came up, and nothing 
final has been arrived at in regard to Mir, Roher. 

There are some other things I would like to 
discuss, 1 think we should have the Chairman of the 
Liguor Control Board before us, and the Chairman of 
the Hotels Department, and go into them guite thoroughly. 

Then we have @ report to get out by this 


Committee for presentation to the legislature. 


THO CH/IRMAN: Of course, we discussed the 


agenda yesterday, 


MR. HOUCK: Yes, Then as Mr. Vickers (Secretary) 
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said, we have the Lew Society who are preparing a brief 


to present before us. I understand it is not ready. 
THE CLERK: Not this week, 


MR, JOLLIFFE: When will the Law Society be 


ready? 


THe CLERK: I spoke to Mr. Smith, the Secretary, 
and he told me they could not be ready this week, becéuse 
they had some correspondence from local associations, 
which I understand have been received, but the central 
committee had not had an opportunity of consolidating 
them. Apparently they had ea meeting arranged, but it 
had to be postponed, and they said they definitely could 
not be ready this week. 

Mr. Siaith said if there was any urgency, we 
Should let him know right away, and he woulda see if they 
could get it ready, if possible, for the next series of 


meetings, whenever they will be. 


MR. JOLLIFFE: It does ine look as if we can 
arrange to hear from the Law Society until they are 
ready. No doubt they have some work to do on the material 
which has come in, 
} With regard to the Racing Commission and Mr, 
Bigelow; I think bo ealt we should meet Mr, Bigelow, but 


whether or not it would be appropriate at this point for 
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him to give evidance, I do not know, I would like to 
hear from the Chairman about that, but I would like to 
have Mr. Bigelow's own views, too. I think we shoulda 
meet him and talk the thing over. I think Mr. Houck is 


right, we should at least confer with Mr. Bigelow, 


THE CHATRIIAN: Mr, Bigelow has stated that he 


is at our disposal at any time, 


MR. HOUCK: My own feeling in regard to this 
racing scandal is that the real culprits in this situation 


have not yet been apprehended. That is my Own feeling, 


THE CHAIRMAN: There is no reason why Mr. Bigelow 
should not come before this Committee at any time, 

4s mentioned before, of course, it was decided 
unanimously that in view of the work that was being done 
by the Commission at that time, it would be inadvisable 
perhaps to ask him about it, when charges were about to 


be laid, or were pending, and one thing and another. 
MR. JOLLI¥FE: That is right. 


THE CHATRMAN; The matter has not been brought 
up since then, until to-day. Since that time we have 
been fully occupied in what I think has been a very 


useful investigation into other matters, 


MR. DOVNER: That is right, 
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A | 
MR. HOUCK: I can along with you on that. If 


you do not want the meeting with Mr, Bigelow in public -- 


THE CHATRMAN: I have not suggested that. I 
have never sugeested anything in this Committee which 
Should not be in public, I think that was one of the 
main functions of this Committee, to bring the light of 
day on any subject which comes before us. 

MR. HOUCK: I would much prefer it to be in 
public, but I do not want to put Mr. Biselow "on the 
spot", 

THE CHAIRMAN: He can tell us if there is some 
particular case pending for the Court. I do not think 


that is what we are concerned about. 


MR. JOLLIFFE: If it is at all possible, we 
want it in public. I think what Mr, Houck had in mina 
was thet we did not want to undermine or sabotage any 
of the prosecutions which the Commission may have 
initiated by bringing out evidence from Mr. Bigelow, 
that it might not be wise for him to make public at the 
moment, 

MR. VILLENEUVE: I think a public hearing is 


the only thing. 


THE CHATRMAN: I do not think there is much 


point in having a hearing that is not public. Certainly 
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fam not in favour. of it, 
MR. HOUCK: I would prefer it in public. 


MR. VILLENEUVE: Would there be any harm in 


interviewing him? 


THs CHATRMAN: I will find out what his. situation 


is at the moment, 


MR. JOLLIFFZ: If the Chairman would ask him to 
come and appear before us, then if it develops in the 
course of his testimony that there is something he would 
rather not make public at the moment, we can consider 


where we go from there, 
MR. VILLENEUVE: Thset is right, 


MR. JANES: In regard to going into the report -- 
are we going into that or not? I» ould hope we would 
try to get a report ready on what we have done so far, 
when it is fresh in our minds, without having too much 
other stuff piling up on top of it. I had hoped we 
would start setting the report ready, on the "bookies" 


end the S:curities Commission. 


MR. DO.NER: I think so, too. Tne Securities 
Cor. .ission will not be long, before we are finished, 
and it might be a z00a idea, as Mr, Janes suggests. 


\e¢ have been a long time with the Securities Commission, 
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MR. JOLLIFSE: Yes, and we were going to get 
the hon, Attorney General (Mr, Porter) to prepare a 


report at his leisure. 


THs CHAIRMAN: I worked on that last night. I 


snow exactly what the report will be, in a very few words, 


MR. VILLENEUVZ: I do not sup.ose it is open 
to try and condense that, before we start any other phase 


or it. 


MR. HOUCK: My feeling about the Liquor Control 
is that I think to some extent we will find it is tied 
up with crime and gambling, in some respects. 

Neturally, all the Committee members, especially 
the two lawyers, including yourself Mr, Chairman, are 
very busy men, but we should have some sort of an agenda 


prepared, so we will know what is what. 


MR. JOLLIFFE: I think most of the attorneys- 
general, in recent years, were agreed that the enforce- 
ment of liquor legislation has been a major problem. 


I think we should make some enquiries about it. 


THE CHaIRMAN: I think it was mentioned when 
the Provincial Police were giving evidence, that there 
was @ man available then who was specializing in that 


sort of work, but for one reason and another,it was not 
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thought advisable for it to be considered at that time. 


We have been proceeding along very methodical lines, 


MR. JOLLIFFE: That is right. We do not want 


to jump all over the place. 


HE CHALRIAN: We did not went to jump into 


another subject at that time. 

MR. GRUMWETT: Then it was suggested we visit 
at least two or three centres in the province, 

MR. DOWNER: It was also Suggested we look over 


the Courtroom accommodations, if you want to go back 


to all these things. 


MR. JOLLI¥FE: I still want the Committee to 
89° down to the Toronto City Hall as guests of the City 


of Toronto -- uninvited guests, 


MR. JANES: I would like to be home a little 


while this Fall, if I coula. 


THE CHAIRMAN: The Committee has had how many 


sittings, so far? 
TH: CLERK: This is the twenty-sixth session, 


MR. GRUMVETT: And it hes broken into eight 


Weeks, This is the eighth week, and I do not think we 
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are half-way through. I mean by that that these sittings 
have broken into eight weeks, that is, eight weeks in 
Which there have been sittings. And, as I say, I do 

not think we are half-ways through, looking at the work 


we have to do, 


MR. JOLLIFFE: We have obtained some very helpful 
information from the people I described yesterday as 
the "official witnesses". I think from here on, we will 
have to exercise a little selection, Perhaps Mr, Houck, 
the hon, Attorney General (Mr, Porter, and I could give 
some thought to what we should receive, Certainly I 
think we should receive the Law Society. There are others 
{ could mention, but we cannot hear everybody with a 


grievance, 
MR. JANES: No, or we would never finish up. 


THE CHAIRMAN: As a matter of fact, there have 
been amazingly few individual complainants who have asked 
to come before this Committee -- very few. There have 
been very few requests from people who claimed they hed 
suffered in some way or another, and wanted to draw it 


to the attention of the Committee, -- very few, 


MR. DONER: It is not our function to seek out 
individuals, who lay charges. It is our function, as I 


see it, to hear representations and hear evidence, and 
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then bring in our report, in an endeavor to improve 


the legislation, 


MR. HOUCK: I do not feel we are a prosecuting 


Committee; we are an investigating Committee. 


TH CHaIRM4N: That is right. \e want to get 
a full and balanced picture of the whole problem of the 
administration of justice, in all its phases, That is 


what we are here for. 


MR. JOLLIZVZ: I understand Major Lewis, (Clerk, 
Legislative Assembly) has received some letters. Were 


they turned over to the Secretary? 


THE SECRETARY: I think any that came in were 
cleared through the Attorney General, and I think I 
have some individual ones here, but I do not think there 


are any who want to appear before the Committee. 


TH2 CHAIRMAN: Perhaps it might be well to let 
the Committee look at these letters ana aie whether 
they give some lead to some type of enquiry. Very 
often these individual letters are very useful. Very 


often anonymous letters are very useful. 


MR. JOLLIVFE: May I make a Suggestion? I 
to put 
Suggest we give the Cecrotery a little time these 


letters together, and we can look at them later in the 
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day. 


MR. GRUM ETT: I think we ought to decide what 


we are going to do to-morrow and the next day. 
THE CHzTRMAN: We have a witness for to-morrow. 


THE SECRETARY: Yes, Mr, Kadesky will be 


available to-morrow morning, 
MR. JANES: Who is he? 
MR. JOL I¥FE: Louis Kadesky. 


MR. VILLENEUVE: Are there any more after that 


in connection with the Securities Commission? 


THe CHAIRMAN: Oh yes, Mr. Vickers, did you 


try to contact any others? 


THE SECRSTARY: I tried to get Mr, Frank Kaftell 
but his office did not know whether he would be back 
to-day or not. I will get in touch with his office 
later on. 


I think that is the story. 


MR. HOUCK: We probably will not be sitting next 


week, will we, Mr. Chairman? 


THS CHAIRMAN: If J.U suggest we do not sit, 


that, is satisfactory to me, 
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MR. JANES: That is quite agreeable to me, 


THE CHAIRMAN: You were full of ambition a 


few minutes ago, 


MR. HOUCK: I was thinking of Mr. Grummett and 


the other two lawyers. 


MR. DO.NER: if we are going to get on, we must 


sit more than once a month, 


MR. HOUCK: Oh yes. Once a month, but Monday 


is Thanksgiving Day, and friday the Princess arrives. 
MR, DO.NER: It is a pretty busy week, no doubt, 


MR. GRUMMETT: The week after that, why not 


go through the whole week? 


MR. JOLLIFFE: If Mr, Janes, Mr, Villeneuve, 
Mr. Grummett and Mr. Dovwmer are coming in for the Royal 
visit, we might as well meet here the latter part of 


next week 


MR. DO..NER: I think so, too. \e have to be 
here anyway, 
UR. VILLENEUVE: “Tt dose°hot matter to me. I 


do not want to put anybody out 


MR. JANES: I am tied up next Wednesday and 


Friday of next week, 
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MR. HOUCK: I will-come any day the Commission 


wents to sit. 
MR. GRUMMGTT: So will I, 
MR. JOLIIZFE: So will I. 
MR. JiNiS: I will come the first two days. 


THS CHAIRMAN: In next week, Monday is Tnanks- 


giving, and on Friday the Princess arrives, 


Wi. DOWNER: After ell, we cannot all be here 
all the time. There are the o4d4 days some of us will be 


away anyway, and we should.carry on, on that basis, 


MR. JOLLIFVE: Would it satisfy Mr. Janes and 
Mr. Villeneuve better if we met on Monday following the 
dinner, because we will be here Suturday night anyhow. 


It might take us until Monday morning to recover, 


MR. VILIENEUVE: I »ould like to know in advance. 
it can always make arrangements, Monday is a bad day for 
me to be awey from my business, but I can make some 


arrangements, 


MR. JANES: I think Mionday, the 15th, would be 


& good day, 
MR. GRUMASTT: And go through for the full week. 


MR. J4NGS: Yes, until Saturday night, as far as 
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I am concerned, 


MR. GRUMMETT: The only thing is, it takes me 


nearly a day travelling. 
THE CHUITZMAN: Oh, you enjoy it, 


MR. GRUMMSTT: Not “enjoy; I do not like train 
rides. 

THE CHATRMAN: You come down at night and have 
a good night's sleep, but you always seem to awaken when 
you arrive here. I think sometimes it would be better 


if you were a little more soporific. 


Mik. HOUCK: I ove thet we meet on October 15th 
and sit right through the whole week, from Monde through 


Friday. 
MR. GRUMMETT: I second that motion. 
Motion agreed to. 


Th; CHATRMAN: Is there anything else you wish 
to discuss before we proceed with Mr, Deering? Is there 
anything else on the agenda? We have a witness to-morrow, 
and with the possibility of some for Thursday, if we can 


get these other people. 
THE SsCRETARY: We might get Mr. Kaftell, 


MR. HOUCK: You will know by to-morrow? 
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THE SECRETARY: Oh, I think so. 


MR. GRUM =TT: Would it be all right, if we 


cannot get ilx. Kaftell for Thursdey, to have Mr. Biselow? 


THS CH'InWMAN: I imagine we can get him almost 


any time, 


WR. JOLLIFSE: We might be able to meet him to- 
‘morrow. Mr. Kadesky may not take all aay -- or even 


this afternoon, 


THE CHAIRMAN: I can get in touch with him when 


we break off, to see if he is available. 


MR. JOLLIFFE: I think if Mr. Kaftell is not 
available this week, we should try and hear him on Monday, 


the 15th, 


THE CHAIRMAN: Is there anything further? If not, 
we will proceed with Mr, Deering. 
WILLIAM ALLAN DEERING, a witness being 


called and dulySworn, who testifies as follows: 


BY THE CHAI RMAN : 
Q. Mr. Deering, you are a licensed broker- 
dealer? 
A. That is right, sir. 


: Q. And you carry on business in the city of Toronto? 
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3650 Deering 


A. That .is quite true, 

Q. Now, the real purpose in asking you to come 
before this Committee -- and I think I am expressing the 
views of the Committee -- was this; you have been engaged | 


in some transactions where there has been a middleman. 

:% Quite true, 

Q. Who is sometimes rather vaguely called a "nromoter" 
or "middleman"? 

A, that is right. 

G. And we have heard a great deal of comment from 
different witnesses about the position of the middlemen 
in these transactions, and we wanted to get some first- 
hand information as to just how they fit in to a spec- 
ulative stock promotion in the distribution of stocks 
through the broker-dealers to the public. 

i do not know whether I have expressed that quite 
fully and accurately. If not, before we go any further, 
if any member of the Committee would like to add anything 
to that, now would be the time, because I think it is 
fair to Mr, Deering to give him some idea “hat, in the 


first instance, we want to get some information, 


MR. JOLLIFFE: Perhaps it would be fair to Sive 


him this background, 
BY WR. JOLLIF?FI: 


Q. Yo. happen to be the first broker-dealer who 
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has been invited here as a witness. think it is only 
fair that I should tell you the reason, 

When Mr, Lennox was giving evidence, and I 
believe also in Mr. McTague's evidence, we asked a 
number of questions about the functions of the middlemen 
and underwriters, who were not broker-dealers. TI éo 
not think we were able to find out very clearly what 
that function now is, so, therefore, according to some 
of us, the best way would be to ask a broker-dealer, 
who was active in the business to appear before us, and 
it so happens, that in the latest issue of the Securities 
Cormission's bulletin, ana among the new issues 
reported in a summary way, is that of the Wostern Potash 
Corporation, Limited, which I understand to be one of 
your issues, 

A. Yes, I am acting as agent. 

Q. We will come to that in a minute. But the 
description of this issue indicates that this is an 
example of the middleman in.a new issue. No doubt you 
have seen that summary? 

A. Yes, I have read it, 

Qe That being the one which popped up in the bulletin, 
it seemed reasonable to ask you to come and tell us all 


about it, what it means, and why there is any middleman. 


THE CHATRMAN: I may also say that nothing has 
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been suggested in any way to discredit this issue, or 
any of your activities at all. We thought, in view 
of the fact that you have been involved in this sort of 


a deal, you could give us some sort:of general informa- 


tion, 
A. Yes, I understand. 
Q. 4s I understand it, on the face of it, this 


deal has been apparently acceptable to the Securities 
Commission, and there is no question about that in any 
way, and I do not want you to think we have anything 
else in mind beyond the sort of information i are 


asking for. 


MR. HOUCK: In no.way is Mr, Deering held under 


suspicion, 
MR. DO.NER: By no means, 


THE CHAIRMAN: Oh no. On the contrary, the 
deal was really picked out, because it looked like a 
good, legitimate deal in the first place, and we wanted 


to find out the machinery by which it was worked. 


(Page 3653 follows) 
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3 3653 | Deering 


That is really what we had in mind. I think that is 


what Mr, Jolliffe suggested yesterday. 


luk. JOLLIFFL: Yes, that is right. I would 
Suggest that possibly one way of going about it would 
be to have iir. Deering tell us in his own words just 


how this deal was arranged, starting at the beginning, 


THD ‘ITNESS: Any views I have are only my own, 
as faras the functions of a middleman are concerned. 

On the question of the Western Potash; I met 
Mir, Blackburn, the middleman, or, dt We know him, the 
"promoter", some time in the latter part of last year, 
At that time the Potash was brought up, and it sounded 
interesting, and like a snowball rolling, it seemed 
to get bigger and bigger: all the time, 

I came toa suitable arrangement with Mr, 
Blackburn, what I considered suitable, from the 
company, from the Jderoy tee hah from the prospectus 
when it was in the stage of being prepared, 


That actually is just how it happened, 
BY THE CHAIRMAN: 


Q Are you the agent for selling the stock? 
A I am only acting asapent for the distribution. 


Q For the promoter? 
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A That is right. 
Q In other words, the promoter takes down the 
stock from the treasury? 


A That is right, and pays me a commission. 
BY MR. HGUCK: 


Q And you have salesmen working for you? 

A Yes, My job is to sell shares. As far as 
the middle-man is concerned -- the promoter -- I found 
it very helpful, because I am more or less attached 
down here, as a family man, and having my business in 
Toronto, so I cannot jump all over the country, and I 
am not as well known in the mining field as I might be, 
and hope to become in the future, but, as far as a 
promoter is concerned, they have been around for many 
years, and they know the geologists and mining engineers, 
and various company's officials, and it is through them 
that these deals are formulated. 

They do spend a considerable amount of money, 
which I could not afford, in looking over the properties, 
hiring geologists, and so forth, before the company is 
even formed, I am speaking of that type of company 


in the mining or oil business.. 
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BY MR. JOLLIFFE; 


Q You met Mr. Blackburn in the latter part 
of last year? 

A That is when I first met him. 

Q And at that time, I gather, the company had 
not been iepsrporaced? 

A No. Iwas simply approached and told about 
the hoped-for plans for this company, and finding out 
that much, I became very interested in it at that time. 
I gathered information as it was available to me, as 


I stated before. 


Q Did you meet Mr. Blackburn here in Toronto? 
A Yes, I met him in Toronto. 
Q This is a case where the property involved 


is out west, and I suppose the operating headquarters 
would be out west? 
A; The field office is right on the property, 


at Unity, Saskatchewan. 


iQ But the company is an Ontario corporation? 
A | That is quite true. 

Q | It is an Ontario company? 

A Quite true. 


And the financing has been arranged here? 


=> 6 


Quite true. 
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3656 Deering 


Q You speak of yourself as an "agent" for the 


sale of shares to the public on a- commission basis? 


A Technically speaking. 
Q Do you sell to the public as a principal or 
not? 
A No, as an agent. 
Q As a broker-dealer, the shares are offered by 


your firm? 


A That is quite true. 
Q Was Mr. Blackburn a broker-dealer? 
A No, Mr. S5lackburn has no license to sell 


shares, stocks, bonds, and so forth, 
Q And you say you were merely acting as his 


agent in offering these shares to the public? 


A Yes, 
Q Did that appear in your literature? 
A It appears in the prospectus as filed with 


the Yntario Securities Commission. 
Q Well now, who made the filings with the 


Ontario Securities Commission? 


A The lawyer for the company. 

Q On behalf of the company, or on behalf of 
Blackburn? 

A I would say on behalf of the company. 


Q The company has made no offer of these 
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3657 Deering 


shares? 

A No, the company has made no offer of these 
shares. 

Q Any approach there has been to the public has 


been through your firm? 

A Through myself, yes. 

Q Apparently, according to the Securities 
Commission's information -- and you will correct me if 
I am wrong -- what happened here was that under an 
agreement between you and the Company, dated April 
6th, 1951, Mr. Blackburn agreed to purchase twenty 
thousand shares at fifty cents, which amount has been 
paid, That was an outright purchase, apparently, of 
twenty thousand shares for a price of ten thousand 
dollars. Is that right? 

A Quite true. 

Q Then, by the same agreement, he received from 


the company an option on another three million shares 


at the same price -- fifty cents? 
A wuite true. 
Q Payable at the minimum rate of 200,000 shares 


every thirty days, the first payment to commence on 
or before August 15th, 1951? 


A Wuite true. 
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. 3658 Deering 


Q Incidentally, just as a matter of curiosity, 


has that been met‘? 


A These commitinents are right up-to-date. 

Q They have been exercised? 

A 108 » 

Q I suppose on August 15thand September L5ths 
A That is right. 

Q They are two which have come due? 

A Yes. 

Q "By a pre-incorporation agreement, a group 


loaned the company fifty thousand dollars, interest 
free, for preliminary expenses, which amount is 
re-payable when sufficient capital is available. Ten 
thousand dollars of this amount has now been settled 
by the issue of 125,000 shares of the company's stock 
which are held in escrow." 

Who made that figure? Was that shown in the 
prospectus? 

A That is shown inthe prospectus.. Here is a 
copy, if you care to see it (document handed to Ir. 
Jolliffe). 

Q Now, no doubt ie here, but I do not see it 
at a glance. 


A I think it is on the second page. 
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Q Who was it who put up the fifty thousand 
dollars? 
A Does it not say "the under-writer"™? Oh, 


the fifty thousand dollars? 
Q Yes, the pre-incorporation money. 
A That had actually nothing to do with me. That 


was put up by two different other mining companies. 


BY THE CHAIRMAN: 


Q By “pre-incorporation money", you mean 
money spent on the property prior to incorporation® 


A Prior to incorporation, yes. 
BY MR. JOLLIFFL: 


Q Apparently some preliminary work was done 
prior to incorporation, and the funds were obtained 
from two other mining companies? 

A That is right. 
BY THs CHAIRMAN: 
Q It did not involve the public at all? 


A None whatever. 


BY MR. JOLLIFFE: 


Q I see one is named the Bata Petroleum -- 
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and what was the name of the other’ 

A I believe it is mentioned there (indicating). 
Q Oh, yes, the Petromine =xploration and Finance 
Company Limited? 

A Yes. 

Q And that obligation apparently was partially 
settled later by the issuance of 125,000 shares? 

A Quite true. 

Q Then the company was incorporated -- I guess 
the company must have been incorporated before the 
agreement with Mir. Blackburn, and the prospectus is 
dated April 16th, 10 days after the agreement with 
Mir, Blackburn? 

A Quite true. 

Q There were a number of escrowed shares. I 


assume they were vendors! shares? 


A Yes, they are, but they are all held in 
escrow. 
Q One million, six hundred and twenty-five thousand 


shares out of five million shares were escrowed, subject 


to release with the consent of the company as follows: 


"Five hundred thousand belonging to Bata 
Petroleum Limited, by April 6, 1956; one 


million belonging to Doctor J. O. G. Sanderson, 
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releasable upon termination of present treasury 
option; one hundred and twenty-five thousand 
sold to shareholders, réleasable upon ter- 
mination of present treasury option. Releases 
during currency of said option require 


consent also of optionee," 


Doctor Sanderson is the president -- 


A Yes, of Western Potash Company Limited. 
Q He is an engineer? 
A Yes, he was the original scout and finder 


of the potash on the Bata property. 
BY THE CHAIRMAN: 


Q@ This property is in Saskatchewan? 
A Yes, about twenty miles south of Unity, 
Saskatchewan, It is avery small town. 
Q By the time we get through, some of the 
members may want to buy some shares. 
A I hope they do. It is a good investment, 


believe me. 


Q Voctor Sanderson is a man of very considerable 
standing? 
A Yes, I have a brochure here which gives his 


title. 
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BY MR. DOWNER: 


@ What are the shares selling for now? 
A At the present time they are offered at one 
dollar per share, not to the public, to the Bata 
Petroleum, the indigo Consolidated Gold liines Limited, 


and the Petromine. 


BY MR. JOLLIFFE: 


Q@ You are not inviting the general public to 
buy these shares? 
A Not at the moment. 
Q At the present time, your offering is to the 


three existing companies? 


A Yes, 

Q And that is the Indigo Consolidated, Petromine, 
and Bata? 

A Yé5. 

Q At what price? 

A At one dollar per share, 

Q This brochure which you have been good enough 


to produce, shows the directors and officials of the 
company, its Secretary-treasurer, Assistant-treasurer, 
Treasurer, auditors, and geologists. 


Mr. Blackburn is not one of the officers of 
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_ the company? 

A Definitely not; he is a middle-man, or as we 
call him, a"“promoter". 

Q His name does not appear there at all? 


A Definitely not, but it does appear in the 


prospectus, which goes out to all shareholders. 
BY THE CHAIRMAN: 


Q I see, in addition to Doctor Sanderson, 
there are two people who have some technical qualifi- 
cations, at least, they have very formidable initials 
after their names. For instance, lr. Mellon, "M.E.I.C." 


‘hat does that mean? 


MR. JOLLIFFE: I think it is “Member of the 


Engineering Institute of Canada". 


THE CHAIR.i:AN: Then he would be a fully 
qualified engineer, Then there is Mr. Whelihan, 
"B,A.Sc." I imagine that is "Bachelor of Science" 


of Regina, Saskatchewan, 
BY MR. JANES: 


Q Out of the one dollar at which you are 


offering shares, the company gets fifty cents? 
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A That is quite true. 
Q That seems to be quite a spread? 
A No, it is not, if you will pardon me. I am 


allowed, under my agreement with ir. Blackburn, a 
commission of twenty-five percent, and out of that 
twenty-five percent, I am thankful if I can clear 
one percent or two percent. The expenses are high; 
the over-head is high, and the advertising is con- 


siderable. 
BY TH CHAIRMAN: 


@ Let me ask you this; the promoter in this 
case apparently was instrumental in finding this 
property in the firat place; in some way or another he 
got in touch with the possibilities of the development 


of this particular property? 


A Quite true, 

Q And through his association with some of the 
“technical men, who had been working on it -- or other- 
wise -- at any rate, he became interested in the 


possibilities of this property? 
A : Quite true. 
Q And he raised the initial amount of money which 


had to be put into the treasury to start the thing going? 
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That was his initial contribution to the enterprise? 

A Yes, he promoted it, and raised the funds. 

Q And he made, the arrangement, I suppose, for 
the incorporation of the company, and the deal which 
was eventually entered into, and getting in touch with 
you to act as broker-dealer? 

A Quite true. 

Q That was the function of the middle-man in 
this case? 

A Quite true. 

Q And having put up that initial money, which 
I suppose is highly speculative at that stage, in- 
vestigating the whole matter, and bringing all the 
parties involved together, and getting the deal 
arranged, he gets a certain spread? 

A That is quite true. There is considerable 
money of his own in it.. 

Q That seems to be the pattern, from my experience, 
at any rate, of the function of middle-men or promoters. 
Sometimes they do it in one way; sometimes they do 
it in another way? 


A And there is no laid-down rule. 


MR. JOLLIFFE: I agree with your description, 


Mir, Chairman, if it has been the functionsof a promoter. 
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LR « JaNEs: Is the promoter and the middle-man 


always the same? 


THE “TITNESS: Yes. Some call him tha “middle- 


man"; we call him the "promoter". 


THE CHAIRMAN: At any rate, he was not just a 
man who steps in between, and takes a certain share of 
the profits, and does nothing for it whatsoever? He 
was the instrumental factor in bringins together all 


the necessary oarties to accomplish this transaction, 
THE ITNES5: That is quite true, 


THE CHAIRiuAN: And getting it in such shape 
that it could be presented to the public, or the 
shareholders of the old companies first, and then later, 
perhaps, to the public, and making it possible for 
future developments? That really is the function of 
the middle-man, or promoter, or whatever you like to 


call him in this case. 


THE VITNESS: That would be my explanation, 


Bit. 
‘BY UR. JOLLIFFE: 


-Q I want to be clear about that, because it 
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has been my impression that this enterprise was really 
Doctor Sanderson's baby. To what extent would you say 
Doctor Sanderson was responsible for getting the 
enterprise under way, and to what extent was Ir. 
Blackburn? 

A I have never met Doctor Sanderson, Anything 


I could tell you now, would be merely hearsay. 
BY THE CHATR.AN: 


Q Doctor Sanderson, of course, is not a 
financial man? 
A Definitely not. 
Q He would not go to get the initial money, 
and for that reason, he goes to somebody he. thinks 
can raise it? 


A I think that is true, 
BY MR. JOLLIFFE: 


) Is it not a fact that at some point 
boctor Sanderson put up some of his own money? 


A I have heard that. 
BY THE CHATIRi.AN: 


Q If he thought he was capable of putting up 


the whole thing himself, there would be no need to get 
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somebody else into the deal at all? Apparently he 
was satisfied, as far as he was concerned, to do it 


this way. 


PR, JOLLIFFE: Then he wrote a long letter 
to the Ontario securities Commission in June of this 
year. ferhaps the Comaittee would be interested in 


this paragraph of the letter: 


"The writer has worked unremittingly since 
1946, when the potash bed was discovered, to 
assist bata to secure a workable lease con- 
tract on the potash area, from the Saskatchewan 
Government, A temporary reservation of it 
was obtained late in 1949, but this had to 
be relinquished, because the Government could 
not find or agree to such terms, but chose, 
rather, to offer the potash leases for tender. 
After considerable further expense was 

met, including necessary trips to liontreal, 
New York, and \’ashington in late 1950, the 
present reservation and development contract 
was obtained from the Government in February, 
1LOpha 

Then he goes on to discuss the work behind all oil 


companies looking for oil and gas, and he suggests 
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something about the geology of the area, 


THO WITNESS: May I ask what is the date of 


that letter? 


iR. JOLLIFFE: That letter was written to the 


Ontario Securities Cominission on June sth, 1951. 


THE WITNESS: The facts you read out are quite 
true. The money had been raised at that time. He did 


not mention the names of those from whom he raised the 


money. 
BY 1.R. JOLLIFFE: 
Q@ He said, "has caused to be provided", 
A Yes. 
Q Who actually put up the money? The three 


companies you mentioned? 


A The three companies I mentioned, and also the 
under-writer. 
Q The fact that they put up that initial money, 


is why you made an offer ta the three companies? 

ee Yes; they were given the preference. 

Q That seems logical, I take it on the whole, they 
are people who have already done business with you? 


Poe's That is guite true -- clients, 
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Q And the overhead would not be too high in 
canvassing people with whom you have already done 
business, and people who are already shareholders in 
the three companies -- the issues you have sponsored? 
You would not have a high overhead there? 

A Considerable, considering the number of 
correspondents or clients I have, 

) Your deal with lr, Blackburn was that he took 
down stock from the company at fifty cents, and you 
sold it at one dollar, and your remuneration is twenty- 
five cents a share? 

A Twenty-five percent at that time, it would be 


twenty-five cents a share, yes. 


Q Twenty-five percent of the retail price? 

A Yes. 

Q So, at one dollar, it would be twenty-five cents? 
A Yes, 


BY MR. JANLS: 


Q And tir, Blackburn also got twenty-five percent? 


A That is quite true, 
BY wR. HOUCK: 


Q Out of your twenty-five percent, you nave to 
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ae wit ae Deering 


take out the overhead? 
Ae That is right, commissions, office expenses, 


advertising, and so forth. 
BY Mik, JaNus: 


@ Did you not also get a large bloc of 


shares in the company? 


IR. JOLLIF®E: That appears in the prospectus, 
I believe, 

ur, Chairman, it would appear to me, that in 
this particular case, iir. Slackburn did not function 
as a middle-man, in the sense that Mr, Lennox used 
that term, because lir, Lennox told us that the 
Commission now allows a middle-man to make only one- 
half cent a share, so that I can only conclude that, 
from the point of view of the Commission, Mir, Blackburn's 
role in this promotion ne nof that of a middle-man, 
but in some other role? Does it sound that way to 


you? 
THE CHAIRMAN: Yes, it does. 


iiR. VILLENEUV4: His take was excessive, by 


what they normally allow, 


THE CHAIRMAN: No, not necessarily, because he 
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was in a different position than the sort of people 


Mr, Lennox, perhaps, was describing. 


MR. JOLLIFF_: I do think that must be what 
the Securities Commission concluded; otherwise, I 


would not think these price spreads would be permitted. 
BY WR. JOLLIFFE: 


@ Incidentally, Mr. Deering, to be fair; 


your offered price was determined by the B.D.a.? 


A Quite true. They authorized the price spread. 

Q They wrote youa letter? 

A Yes, I have a copy here, 

Q Offering you a maximum offering price of one 
dollar? 

A Yes, 

Q At this time? 

A At this time. 

Q Subsequently, they might authorize a higher 
price? 

A In the option price, and the company acted 
accordingly. 

8 Did it go up? 


& Yes, it is in your prospectus. 
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THE CHAIRMAN: It-starts at fifty cents. 
BY MR. JOLLIFF?;: 


Q@ Not according to what appeared in the 
Commission's Bulletin. That is the one thing which 


rather puzzled me in the Bulletin, The Bulletin 


says: 
"Mr. Blackburn received an option of a 
further three million shares at fifty 
cents." 
A Only until such a date, 
Q Three million shares were most of the shares 


of the company. What does the prospectus say? 
WR. GRUMMETT: Five million shares. 


MR. JOLLIFFE: And what are the prices of the 


three million shares? 


iiR. JANES: It looks as if there is an agree- 
ment between the broker and Mr, Blackburn. They got 
one and one-half million dollars out of it, 
A They were not selling those shares, but taking 


into consideration -- 
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BY THE CHAIRMAN: 


q@ It costs money to sell shares, 
A Yes, quite true. If I can clear one percent, 


two percent or three percent, I am fortunate. 
BY IWR. JOLLIFFE: 
@ Here is what is said in the prospectus: 


"Particulars of underwriting andoption 
agreements: The Company has entered into 

an underwriting and option agreement with 
Harry Slackburn, R2821, 26th St. W., Calgary, 
Alberta, dated the 6th day of April, 1951, 
whereby the Underwriter agrees to purchase 
20,000 shares of the Company's stock at the 
price of 50¢ per share (which amount has been 
paid) and whereby options are granted to the 
Underwriter on an additional 3,000,000 shares 
at the price of 50¢ per share to be ha ee 
at the minimum rate of 200,000 shares every 
30 days, the first payment to commence on or 
before the expiration of 90 days from the 
date upon which the Prospectus of the Company 


is accepted for filing by the Ontario Securities 


- 






















it ph aa oe 


av coe Pee 
4 : au c 

‘ ; 

o a ' on 
1 


ns | ssovede Lise ‘gt prc 0 oh - 


saoiy mao 2. At: “sete eotup wet 


> at or 2 r os 1 
OCG SG, te 


sh ainisd204 ft : si09788 oon BO’ _ theoee at | 


ener ‘a > : m ~ 


ae uJ ] 
7 ew - 
_ oy 
: a 


‘sagaegeoty odd at bias 6s dane af ate py 


’ 
gaidiwiehan 26 a" sotupz sant oar 





hea Behe Pyhi 


ue . as 


ynscmay edt save purses Ee 
ey 


a | 


igi oeeagetse mOotrao bie waltginx xyes ie , 


oun. DIT6INS Gen 


ein alee al «8S BIER fShSA ad doal creat ieee. 
in : i ay i i ¢ it t' bi oa. a) ay Bo ga + : ‘erg alii de Ne sada | 
‘ : ne Yy anil ace - 
: panko OTe yetss ied Feseeene aug: werxsthe 2a 
. na ae 


AR Pe Fee ht pe as vit 


" _ 5f2- da, aod Ma enedsio’ (sat to 2erede 1000 08! 
¢ aed. onsoms Ho dw) ara 184 308) ao boku a. 


cae ee, ee, 


ed? of. ed aBTS. a4 cnokage. wsoiacie ‘bate okeg. 


: ite Pe i | oan 
a 


soreda G90,000¢ ( Lepotetbbe: re sie} xetirwsanad) 


boatstaxs 08 OF arate” a, woe te olan aia’ te Ave 
| yoovg be oeie) 1608 005: to" eda untae 98998 | a 
oe AG Re sonsuies be dswuas 0a i ri } 9a By . : 
pe | ada so gat a 0) , sh eee 

So oan 98a ae P 
vaekihanes Oneiae ade 


ar 
4] 













with iir, 


-3675- Deering 


Commission, putat any event, before August 
15th, 1051, The Underwriter is acting solely 
in his own behalf in this agreement. If 
default occurs. in the Nigate ete of any options, 
an amended statement will be filed with the 
Securities Commission within twenty days after 
date of such default, provided the Company is 
still engaged in primary distribution. 

To the knowledge of the signatories hereto, 
there are no sub-option or sub-underwriting 
agreements in existence and if such is entered 
into, the Prospectus will be amended accord- 


ingly." 


“hat is the correct term for your agreement 
Blackburn? Is it a sub-option agreement? 
No. JI simply have an agreement. 

An agreement to sell on commission? 

That is right, just the agreement only. 


Then this prospectus goes on to say: 


"The under-writer proposes to effect a distribu- 
tion of the shares of this company by the sale 
of the same through registered broker-dealers 
or brokers, and to pay a commission on the sale 


of the same, which said commission shall not 
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exceed twenty-five percent of the selling- 


price of the shares to the public," 


“ell, according to the prospectus, you see 

the price is a flat fifty cents, 

A At this time it is, until such time as there 
is a default. 

Q Vhere does the agreement say that? Until 
there is a default? 

A _ That is right, 

Q It is presumed the company would be free to 
write a new agreement with somebody else, 

A Anybody they wished to, 

Q Do you think if this option lapsed, they 
would be able to write another one at a higher price? 

A Undoubtedly they would, 

Q The fact that the option lapsed; would that 
not be an indication that the under-writer could not 


market the stock, and it was not going as well as he 


hoped? 
A Quite true, 
Q Then what chance would there be for making another 


agreement with somebody else at a higher price? 
A That is a question I cannot answer. That is 


up to the company itself, 
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THE CHAIRMAN: The fact is, it was the deal, 
MR. DONNER: That was the deal, yes. 


THE CHAIRMAN: And if there is default in 
those options, the way is open for a new deal if one 
can be arranged, and nobody knows what that deal might 


possibly be, I suppose. 


MR. GRUMMETT: The distribution of the shares 


of these three companies is limited to a sixty-day 


period? 
TH@ “ITNESS: That is right. 
BY .R. GRUM:.ETT: 
Q And then -- 
A There will be a new option made at that time. 


As a matter of bach, they are under consideration oe 
the present time. My lawyer is working for me on a 
new option with an under-writer. 
Q Will you offer the shares to the general public 
at that time? | 
A Yes. 


BY MR. JANio: 


Q It looks like a funny way of doing business, 
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These three companies were developing this property, 
and they turn around and pay somebody fifty cents to 


sell it back to them, 


THE CHAIRMAN: No, they do not. Ie is a 
distribution to the shareholders of this company, 
and the shareholders of that company would have to 
be sold with the idea of buying. It is not the 


company's money which is being used at all. 


MR. LUO/NER: In other words, those three 


companies put money into the initial exploration? 
THE CHAIRMAN: Yes. 
Like DOYNER: And as a result of that -- 


THE CHAIRMAN: As a result of that, I assume 
they feel the shareholders of the company might be 
more interested than anybody else, and they gave them 
the first opportunity of taking them up. But they 
will have to be sold on the whole idea. I think that 
is a perfectly sound way of selling shares. I 
think that would be the best bet. You are selling to 
people who know about it. You are not going out to 
people who do not know anything about it at all; you 


are not going to the public at all. You are going to 
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the people who know. 


MR, JANES: Why could those companies have not 
done that themselves, and saved themselves that one 


and one-half million dollars? 


THE CHAIRMAN: They might have to go out and 
persuade the shareholders to buy. They could not do 


that for nothing. 
THE WITNZSS: That is true. 


MR. JOLLIFFE: Perhaps they needed more 


capital, 


THE CHAIRMAN: And they perhaps needed more 
capital, which they got from the promoter, and he took 


his chance on that, you see. We are not ina position -- 


MR. JANES: I am not saying there is anything 
wrong, but it does seem to be a funny way of doing 


business. 


THE CHAIRMAN: I do not think it is a funny 


way of doing business at all, 


MR. DOWNER: It looks like a legitimate way 


Ot igoing it, 
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THE CHAIRMAN: It is a very sensible way of 


BY MR. JOLLIFFE: 


Q It may be quite practical, but Ivant the 


The next paragraph confirms what iir., Deering 


us, It says: 


"The distribution of the shares of the 

company through brokers or broker-dealers on 
the above basis is only for the special 
offering of shares to the registered share- 
holders of Indigo Consolidated Gold Mines 
Limited; Bata Petroleums Limited, and Petromine 
Exploration and Finance Company Limited, for 

a period of sixty days following the mailing 
of a registered letter to the said share- 
holders, giving them the right to purchase 


the shares." 
BY MR. JOLLIFFE: 


Q When did that letter go out? 
It was sent out on July 12th. 


So the sixty days would be up before the 
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middle of September? 


A 


Q 


A 


The sixty days are up. 
They are up now? 


No; we have twenty days' grace, It is not 


quite; we still have a few days. 


Q 
A 


Q 


Your twenty days of grace have passed by? 
The second lot. 


More than eighty days have gone by since the 


12th of July? 


A 


kind? 


I would say it is just to-day. 
MR. JOLLIFFE: Then this goes on to say: 


"Thereafter it is intended that the company 
will enter into a new option agreement with 
the said under-writer and optionee, providing 
for higher prices and a change in the manner 
of distribution, and an amending statement 
will be filed, providing the shares of the 
company are still in the course of primary 


distribution." 
BY MR. JOLLIFFE: 


Q Has there been any development of that 


There is a deal going on at the present time, 
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as far as new options are concerned. 

Q A new deal is being negotiated? 

A At this time it should be completed, -- before 
the end of the week. At that time there will be a 
public offering made. At that time there should be a 


new prospectus, also, 


Q Showing the change in the picture? 
A Yes, 
Q Did Mr. Blackburn have any connection himself 


with these three companies, Indigo, Bata, and Petromine? 
A No, but he was instrumental in getting the 

deal, and seeing the money was placed with the 

Western Potash Corporation, in order to bring it 

into a corporation, and begin the development work, 

and make sure there was actual potash underneath the 

ground, | 

That is what the money was used for. He did 
pretty good, Doctor Sanderson and his group, on the 
one hand, and the Bata group on the other hand. 

I would not say he brought Bata together, 
because Doctor Sanderson was the President of the 
Bata, and they have the mineral rights for the potash 
from the Bata Company e It is on their property, or 


on their leases -- their rentals, That is where the 
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company - located, and where the field is located, 

Q That means that Bata has the oil rights? 
The oil and gas rights, and the company has the 
mineral rights? 

A Yes, In this instance, the potash, yes. The 
field covers ten square miles, which gives you an 


idea of the immensity of the company, or its project. 


Q Where is hir. Blackburn now? 

A As far as I know, he is out in the west, in 
Calgary. 

Q Is that his home? 

A That is his home, I understand, yes. 

Q When were you last in touch with him? My 


enquiry yesterday was, we should invite iir. blackburn 
to tell us about the role he played, and we were 
informed he was in Calgary. \Jhen were you last in 


touch with him? 


A The beginning of July. 

Q The beginning of July ? 

A Yes. That is when I saw him personally. 
Q Was he down here then? 

A He was down here, yes. 


Q When do you expect he will be here again? 
A I really cannot say; I cannot give any definite 


date. 
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-368h— Deering 
MR. GRUMMETT: Would he have to come down to 


negotiate the new agreement? 


THS WITNESS: Not necessarily, no. That can 


be done through our lawyers. 
BY MR. JOLLIFFE: 


Q You have been selling stock, which was 
really his stock, since July? 
A That is right. 
Q What is the process? Is the stock issued to 


your nominees? 


A I beg your pardon? 
Q Is the stock issued to your nominees? 
A No, the stock is issued to me when I pay for 


it through Mr, Blackburn's nominee in Toronto, 


Q Somebody is authorized here to act for Mr. 
Blackburn? 

A fea. 

Q Who is that? 

A Mr. Nemin,. 

Q How do you spell that? 

A "N-E-M-I-N," 


MR. JOLLIFFE: Excuse me just a minute, Mr, 


Deering; I want to show the Hon. Attorney-General 
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(Mr. Porter) something on this file, and I want. to 


speak to him about it later. 


eae oe ee ge se ee ee ee > noe 


Cue S) 


Q 
A 


(Document handed to Chairman). 
BY MR. JOLLIFFE: 


Q Where is Mr. Nemin's office? 

Here in Toronto. 

Where, in Toronto? 

At 200 Bay Street. 

Can you give us the room number? 

I am sorry I cannot, right off-hand, 
What floor is it oak 

I believe it is on the third floor, 
You have been in there? 

In his office? 

Yes. 

No, never,’ 

Has he been in your office? 

Yes, he has. 

Is he a lawyer or a broker? 

No, he is a not, -- merely a business man, 
What is his occupation? 


A business man. I do not know exactly what 


he has to do, or at least what his position is. 
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BY MR. JANES: 


Q@ Is he a middle-man, too? 


A No, not to my knowledge. 
BY MR. JOLLIFFE: 


Q In taking down this stock, you must have 
had some dealings with Mr. Nemdin? 
A Oh” yes: that is quite true. I contact him 
by telephone, 
*) To whom do you make your payments? 
A The cheque is made out to lir, Blackburn, 


and handed over to lir. Nemin. 


Q You make it out to Mr. Blackburn personally? 
A Yes, 
Q And you have made payments during the last 


eight weeks? 
A Yes, I have. 
Q Have you had any correspondence with wir. 


Blackburn recently? 


A No, I have not. 

Q Have you had any correspondence with Doctor 
Eta stanns 

A Not directly to me. ZI have, through the 


company. 
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Q What have you heard during the east two 
months about the progress of the company and its 
affairs, since I gather that most of its activities 
are out west, rather than down here? 

A Considerably. I have had reports at least 
once a week. I have some here, if you would be 
interested in seeing them, 

Q . That is in relation to the work going on? 

A Yes, and I also have figures of the work in 
process at the present time out enone: 

Q That is all right. Ido not think we need 


that at the moment. You do not get letters directly 


from the directors? 


A No, not directly. 
Q Or any mention of the work progressing? 
A No. - get letters from the company's office, 


here in Toronto, 


Q What is hr, Blackburn's occupation? 

A As far as I know, he is a promoter. 

Q A promoter? | | 

A Les. 

Q You say he was down here in Toronto in July? 
A Yes. 

Q That is when you saw him? 
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A Yes, 
Q Where was he staying then? 
A At the King Edward Hotel. 


THE CHAIRMAN: Shall we adjourn for five 


minutes? 


MR. JOLLIFFE: I believe we might as well. 


EXHIBIT NO.146: Prospectus of Western 


Potash Corporation Limited, 
dated April 16th, 1951, 
as produced and identified 
by the Witness Deering. 


---WWhereupon a short recess was had. 
---Upon resuming, 


THE CHAIRMAN: Well, gentlemen, shall we 


resume? 
BY MR. JOLLIFFE: 


Q Just one or two more questions, Mr, 
Deering. I understood you to say that when you make 
your payments for stock, as I Suppose you do from time 
to time -- ) 
A | Yes, that is quite true, as they are paidfor. 


Q You remit to Mr. Blackburn's nominee? 
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Yde, 

And his name is Nemin? 

Yes. 

You do that through the mail? 
Usually in person, 

You mean you deliver it yourself? 


No, I do not deliver it myself. It is 


usually picked up from his office, and the stock 


delivered to me at that time. 


is 


Q And the payment is made by cheque? 

A Yes, the payment is made by cheque. 

Q Payable to whom? 

A To Mr. Blackburn, 

Q Not to his nominee? 

A No. 

Q You do not yourself know this person Nemin, 
personally? 

A I know hin. 

Q You do know him? 

A He usually comes over with the stock -- not 
always. 

6) But heworks at 200 Bay Street? 

A Yes, he has an office there. 


Are these the offices of Bata Petroleum‘ 
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A The offices of Bata Petroleum are there, too. 
Q Is that where he works? 
A ‘I do not know where he works, or what he works 


at, but he has his office in that building, too. 


Q For whom does he work? 

A That I cannot say, I have no knowledge of 
that. 

Q I take it you received authorization from 


Mr, Blackburn to make deliveries in that way? 


A Oh, yes. 

Q When was that? 

A That was in June, I cannot tell you the exact 
date, 


MR. JOLLIFFE: That is all, thank you. 
THE CHAIRMAN: Are there any further questions? 
BY MR. HOUCK: 


Q Mr. Deering, this may not be a pertinent 
question, but does a promoter ever lose any money on 
these deals? 

A Considerably -- at least, we have lost con- 


siderable sums of money. 
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BY WR. JOLLIFFE: 


Q@ This is a question which perhaps the 
Committee will permit me to put to you, ir. Deering, 
since you are the only man who is really in the business 
who had been before us.. 

We have been told that business is pretty 
Slack lately. Is that your impression? 

A I would not say it is "slack"; I would say 


feos, *quist™, 


Q Quiet? 
A It is not up to expectation, 
Q Are you speaking of the markets as a whole, 


the Canadian markets, or the American markets? 
A I would say the market as a whole, as far as 
the broker-dealers are concerned. I am speaking of 


myself as an individual. 


Q Both the Canadian and the American markets? 

A Yes. 

Q Yhen did it become quiet? 

A I would say for the last seven or eight months. 
Q That tallies with the information we have 


already had? 
A Yes, 


Q How many salesmen do you employ? 
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A seven. 

Q Seven salesmen? 

A eas 

Q Do they spend most of their time inter- 


viewing customers, or telephoning customers? 


A Telephoning, mostly. 

Q Telephoning? 

A Yes. 

Q They do not go out on the road? 
A They are not road salesmen, no, 
Q But they are telephone salesmen? 
A Yes, 

Q Are they all telephone salesmen? 
A Yes. 

Q What are their working hours? 

A Usually from ten o'clock in the morning, 


until eight or nine o'clock in the evening. 
Q That is a long day? 
A Yes, but they do not work six or seven days 


week, it is a four or five-day week, 
BY MR. DOWNER: 


Q Are they all on commission? 
A Yes, 


Q ‘-Are you selling any other issue besides the 
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potash? 
A At the present time that is the only one I am 


interested in selling. 
BY MR. HOUCK: 


Q Are you a native-born Canadian‘ 
A Yes, I was born here in Toronto. 
Q Is a percentage of your business dealing in 
stocks in the United States? 
A Both in the United States and in Canada? 
Q Is the business from the United States 
falling off, too? 


A Yes, oh, yes, considerably. 
BY MR. JANES: 


Q Do you telephone to the United States? 


A Yes, I do telephoning to the United States. 
BY MR. JOLLIFFE: 


Q@ That is, your salesmen telephone people 
who have written in? 


A Yes, that is right, 
BY MR. DOWNER: 


Q Did you ever have a fraud order issued 
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against you in the United States? 

A Yes, I have, 

Q What ones were you selling then? 

A Indigo Consolidated Gold lines bina od: and 
Western Potash Corporation Limited. 

Q Both of them? 


A Yes, 
BY MR. JOLLIFFE: 


Q Is it your understanding that was done in 
respect to literature or telephone calls? Which 
one -- or both? 

A It just read "solicitation", so it could 
be both, 
Q It could be either or both? 


A Yes. 
BY THE CHAIRMAN: 


Q That is all you‘know about this order which 
was issued against you? 
A Yes, cra is the only thing. 
Cd, You have never seen the order? 
A In one instance I did, yes, In the State of 


New York, 
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BY MR. JOLLIFFE: 


Q How was that brought to your attention? 
Do these people communicate at all with the broker- 


dealer? Have you ever heard from the American 


authorities? 

A You mean as far as a charge of fraud is 
concerned? 

Q Whatever their charge is. 


A Actually through the courts; never through 
the S.E.C. Is that what you mean? 

Q Any American authority? You do hear from 
the courts? 

A Ibeveheard from the courts, 

Q Do they send you a summons through the 
mail? 


A Yes, they do. 
BY MR. JANES: 


Q@ A summons to court” 


A Yes, 
BY MR. JOLLIFFE: 


Q They send a summons through the mail to 


you? 
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A Yes. 

Q Calling on you to appear in an American 
court? 

A Quite true, 


MR. JOLLIFFE: That is interesting. 
BY MR. JANES: 


Q Did you appear? 


A I did not, no. 


MR. JOLLIFFE: Do you do that, Mr. Attorney- 


General? 


THE CHAIRMAN: I cannot answer that, it never 
came to my attention. I suppose in the case of a 
motor accident where an American, driving in this 
country, might be charged with an offence, it is 
conceivable they might mail the summons and he 
appears or not, as he sees fit, There are certain 
types of summonses which are issued through the 
mail, But I do not know whether that practice has 


been carried on or not. 


MR. JOLLIFFE: We do have such a thing as 
primary service -- that is, service outside the 


jurisdiction. 
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THE CHAIRMAN: In civil cases. 
MR, JOLLIFFE: Yes, 


THE CHAIRMAN: I suppose all that a summons 
would amount to, if sent through the mail to some- 
body in a foreign jurisdiction, would be a notice 
of the proceedings. There is no validity to it 


at ail, ? 


MR. JOLLIFFE: No, because the objection to the 


jurisdiction could always be taken, 


THE CHAIRMAN: It is the same with witnesses 
living in the United States; they may be summonsed 
to give evidence at some trial which takes place here, 
but it sis their option as to whether or not they will 


come. 
BY MR. DOWNER: 


Q You are just trying to well your Western 

Potash to the shareholders of Indigo in the United 
States -- Indigo, Bata, or Petramine? 

A No, I have nothing to do with the Petromine 


shareholders; just Indigo. 
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BY MRi JOLLIFFE: 


Q Did net your offering go out to the share- 
holders of the three companies§& 


A That is quite true, it did. 
BY MR. JANES: 


@ You are only selling to one group of 
shareholders? 


A Excuse me, two groups; Bata and Indigo. 


MR. HOUCK: I think the Press are being very 
fair, and I think they will continue to be so, by 
saying to their readers that the witness is not held 


under any suspicion, but is just here as a witness, 


THE CHAIRMAN: Just to explain his position, 


yes. 


MR. HOUCK: It would not be fair if the 
readers of the Press gained the impression that he 


was under suspicion here, 


MR. JOLLIFFE: What we have here is not the 
sort of middle-man of which Mr, Lennox was talking, 
and I would say he referred to "promoters" as 


unlicensed people in the business. It seems to be 
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that type of thing, rather than the middle-man as 


referred to here. 


MR. JANES: But is that type of middle-man 
the one who is only allowed one-half of one percent 


commission? 


MR. BZOLLIFFE: I think we might ask Mr, 


Lennox to clarify that. 


THE CHAIRMAN: Yes, that should be cleared up. 
My recollection of his evidence was that it was a 
case where some person in effect wanted to carry 
on the business of a broker-dealer without being 
licensed, and he did it through a broker-dealer, 
He really was not a promoter, in any sense at all. 
He simply used the broker-dealer as a "front" to 


carry on his own business. 
MR. GRUMMETT: And he remained in the background‘ 


THe CHAIRMAN: Yes, I think so. I may be wrong 


about that. 


MR. JOLLIFYE: Mr. Lennox had an explanation 
of the role of a middle-man in earlier days, and 


I understood him to say that he did not know just 
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what they would be now, due to some changes in the 


tax law. , 


THE CHalRaN: That it wes a device which in 


some ways saved them some taxes. 


MR. JOLLIFFE: Yes, he mentioned that. In 
the Young case, back in January, 1949, there was 


the following: 


"The full Commission found that they were 
sponsoring a system of options and sub-options 
which is fatal to the successful financing 


of any mining venture." 


In that case there were price spreads which 
are now impossible, according to his explanation. 

In that case, one broker took a profit of two 
cents -- I think his name was "Tom" Brown, Perhaps 


I had better read from the decision. It says: 


"In the course of this paweran lat financing, 
Bay Street Securities took a profit of two 
Eehee Tom Brown, possibly a nominee of some 
interest or interests, whose identity is not 
disclosed, took a profit of fifteen cents 


without making any firm commitment. Young 
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selling to the public at fifty cents took 

a spread of twenty-three cents. Only ten 
cents found its way into the treasury out 
of every fifty cents invested by the public 
seventeen cents finding its way into the 
pockets of a person or persons who did 
nothing towards the development of the 


mine." 
That thing was stopped by the one-half cent rule. 


THE CHAIRMAN: Yes, that is quite a different 


thing from this -- quite a different thing. 


MR. JANES: But even in this, only fifty cents 


found its way into the treasury. 
MR. JOLLIFFL: Yes, one-half. 


MR. JANES: That is good business; better than 


farming. 


THE CHAIRMAN: In this business they not only 
attempt it, but they have to tell their customers 


and the whole world about it. 


MR.JOLLIFFE: I would like to ask one or two 


further questions, . 
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THE CHAIRMAN: Very well. 
BY MR. JOLLIFFE: 


Q One ortwo witnesses yesterday made some 
rather large claims about the money a broker-dealer 
has to spend in supporting the market. Have you had 


anything to spend in support of the market? 


A This is an unsupported market. 

Q You are not buying them back, to get people 
interested? 

A Not at that time, 

Q That is, the promoter? 

A That is, until there is a public offering. 


BY THE CHAIRMAN: 


Q It is not listed at all? 
A No; not even Ee 
Q It would not appear in the newspapers amongst 
their listed stocks, nor would it appear in the 
unlisted section? 


A That is right. 
BY MR. JOLLIFFE: 


Q Later on, when the public was offered at 


a price less than one dollar, you would have to step 
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and support the market? 


A It might happen; I might have to, 

Q Have you ever had that experience? 

A No. 

Q We were given to understand yesterday that it 


was common practice. 


THE CHAIRMAN: I think it is a very widespread 


practice, where necessary, 


MR. JOLLIFFE: Yes, up to a point. The law of 


diminishing returns comes into play somewhere. 


THE CHAIRMAN: And sometimes very quickly. 


MR. JOLLIFFE: Sometimes in a few hours, I 


think, 
BY MR. JOLLIFFE: 
Q How long have you been a registered broker- 
dealer? 
A Since February, 1949. 
Q Was your previous experience as a salesman? 
A No; I was working in a brokerage house previous 
to that. 


Q As an employee? 


A As an employee, learning the business, after I 
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got out of the army. 

Q But not as a salesman? 

A Not as a salesman, no. I have never been 
registered as a salesman, 

Q We have heard a good deal about the mail 
order business, and heavy mailings, particularly to 


the United States. Has your house engaged in large 


mailings? 
A Only to the shareholders at this time. 
Q You are speaking now of the potash issue? 
A Yes. There were never any heavy mailings. 


It only went out to the shareholders, and clients of 
mine. 
Q Your practice was to circularize people you — 


knew about? 


A That is true. 
Q People who bought stock in the other companies? 
A Yes. What I have attempted to do, is to work 


up a schedule. After all, that is the lifeblood of 


the business. 


Q Then your mailings would be comparatively 
small? 

A Yes. 

—Q And confined to shareholders alone? 


A ~—Yese 
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Q How do you get that list of shareholders in 
these particular companies? 

A It involves considerable work. This goes 
back over a period of two years. Do you wish me to 
explain it? 

Q I wondered how they became accessible to you, 
unless they are all controlled by yourself, or by 
some person? 

A When I was approached to handle this as a 
principal for the distribution of shares of Indigo 
Consolidated Gold Mines Limited, I told them I would 
be interested in the distribution of those shares, 
and from then on, I carried on and built up a 


clientele, and sold them stock. 


Q And did you get the list of people? 
A Yes, 
Q How did you get the list of people to whom 


you wrote, in the first place? 

A From the Indigo Company, because Iwas acting 
as their principal in the distribution of these 
shares. | 

Q Then you made an offering of these shares to 
people who were already Indigo shareholders? 


A Yes. 
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Q Did you do the same with Bata? 

A Yes. I was approached to handle Western 
Potasm, and the Bata Shareholders were given a right 
to purchase pe Western Potash before a public offer- 
ing was made, at a one-dollar price, 

Q And the same with Petromine? 

A I have no Petromine shareholders, only the 
clients to whom I sold Petromine. Those are all that 


1 have. 
MR. JOLLIFFE: Thank you, very much, 
THE CHAIRMAN: Are there any further questions? 
(No response) 


Thank you very much, Mr. Deering, for your 


co-operation. 
---The witness retired. 


THE CHAIRMAN: Now, the next witness is not 


available until to-morrow. 


THE SECRETARY: Mr. Chairman, I have a list 
of correspondence which has come in, and I have 
arranged it in order here, 


THE CHAIRMAN: I think we should look it over, 
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and see if there is anything in it which might give a 


lead for enquiry. Can we look at it this afternoon? 
MR. GRUMMETT: Yes, I think so. 


MR. JOLLIFFE: It is only fair we should give 


them a little time. 


THE CHAIRMAN: Yes, because there may be some 
things which will give us further leads. 
Therefore, we will adjourn until this 


afternoon at 2.30. 


---WWhereupon the further proceedings of this Committee 


adjourned until this afternoon at 2.30 o'clock. 
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Toronto, Ontario, 
Tuesday, October 2nd, 1951, 
2.50 o'clock, p.m, 


The further proceedines of this Committee re- 
convened pursuant to adjournment, 
All parvies present. 


Same appearances as heretofore noted. 


| THE CHAIRMAN: Gentlemen, shall we proceed? 


What about this correspondence? 


THE SECRETARY: Here (indi cating) is a list 
of correspondence which has come in, and which I have 
here, 

THE CHATRMAN: What should we do with this? 
Are these letters lengthy? 

THE SECRETARY: Some of them are. The one 


by Mr. Brailey was just asking for the opportunity of 


presanting a brief. 


TH: CHAIRMAN: Suppose we deal with them in 


the order they are presented here. 
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This letter from the Carman United Church, 


dated April 23rd, 1951, reads: 


"This is to inform you that I have asked Major 
&, C, Lewis, Clerk of the Legislature, for an 
opportunity to present a brief to the Select 
Comiittee of the Ontario Legislature investigating 
criminal justice, 

Yours sincerely, 


(sisned) F. W, L, Brailey," 


He does not mentioned what aspect he has in 
mind, 

MR. JOLLIV¥E: I have not talked to Mr, 
Brailey, but I understand that he wanted to appear as 
representing one of the United Church Presbyterys in the 


Toronto area, and that he had been so authorized. 


THE CHAIRMAN: Mr, Brailey wrote the Clerk of 


the Legislative Assembly, who replied as follows: 


"T am in receipt of your letter of the 23rd instent 
asking permission to present a brief to the Select 
Committee of the Legislative issembly of Ontario 
charged with the investigation of the administra- 
tion of criminal justice in Ontario. In reply, 

I have to inform you that the Committee does 


nov propose at present to hear individual 
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representations, 
“If the United Church as a body desires to 
present a brief, the Committee will be pleased 


to receive it", 


I do not recall how that came about. It may 
be that Major Lewis spoke to me about it, and I think our 
feeling was at that time we wanted to deal with some 

general matters before we came down to individual 

briefs, so it was more or less postponed, unless there 
was some presentation from somebody representing a few of 
the churches as a whole, if they cared to give it. 

On the other hand, if this gentlemen wishes to 


present some brief, should we not consider it? 


MR. JOLLIFFE: I would like to hear Mr. Brailey, 
ur. Chairman, but on the merits. It does not seem to me 
that 
that with the limited time at our disposal, we should give 


some priority to the spokesmen for Organizations, rather 


than an individual opinion, 


THE CHATRMAN: Can we leave it as it is now 
and say that we ere not prepared to deal with it at the 
“pres nt time? There apparently has been no further communi- 


cation from hin, 


MR. GRUMWETT: Put it aside in a sort of PTI. 


which we will hold in abeyance for future consideration. 
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HAHIBIT NO. 147: Letter Brailey 
to Attorney General April 2ord, 
1951; letter, Clerk of Assembly, 
to Mr, Brailey, April 24th, 1951, 
letter Brailey to Lewis, April 
marae LOL, 
THE SECRETARY: Here is one from a Mr. J. B. 
Chamberlain, dated April 4th, 1951, complaining about 
his confinement in Whitby asylum since October, 1946. 


it is a personal case, and whether it comes within the 


Scope of this Committee or not, is doubtful. 
MR. JOLLIZFE: I move it be deferred. 
MR. VILLENEUVE: I second the motion, 


MR. PORTER: I do not know whether I wrote this 
(incicating) or not or whether Somebody else did. It 


was addressed to me and I probably answered it; 


"I have read with interest your letter of April 
28th, I am very much interested in the points 
you mentioned, and am sure that your views will 


be useful to the work of the Committee", 


We will deal with that in due course. 
Motion agreed to, 


EXHIBIT NO. 148: Letter, April e8th, 
1951, Chamberlain to Chairman; 
letter, May 4th, 1951, Chairman 


to Chamberlain; letter, Avril SOth, 
Nicholl to Chamberlain. 
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THS SECRETARY: The thid is a letter from a 
Mir. Lester, from Ottawa, enclosing a duplicate memorendum 
and dealing particularly with inadequate court sentences, 


particularly in the Ottawa area. 


MR. JOLLIFFS: I must say I do not know what 


his views are, but there is a real problem there. 


MR. DOV.NER: They were kicking about too 


heavy sentences, and now they say they are too light. 


THE SECRETARY: I made a note that he does 
not ask for a hearing. The memo claims inadequate 
Sentence enforced in two murder cases, and judges too 
prone to make allowances for abeusal particularly if 
liquor is involved. He enveighs against liquor and 
governments that co-operate with liquor interests. 


I think that was acknowledged by Mr. Nicholl 


and yourself. 


THE CHAIRMAN: I do not know that it is within 


the province of a jury to go easy on people, 


MR. GRUMTT: I think the juries are more to 


blame than the judges or the magistrates. 


MR. JOLLIFFE: If anybody is to blame, 
wi, VILLLANCUVE: I know one murder case which 


was pretty well hushed up and that was the Bullivan case, 
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THS CHATRMAN: There was an acquittal in that 
case, It was not a question of sentence at @ll, Shall 


I read this letter? 
MR. GRCVMETT; It might be very useful, 
THE CHAIRMAN: This letter says: 


The conditions covered in the attached letter 
urgently need the attention of the Crime Com- 
mission, 

These iniquitous conditions continue among 
many others. Decent citizens who were not 
brought up in the jungle are crying, “How long, 
oh Lord, how long." In the meantime respect 
for the law sinks lower than a well. Buck-passing 
is an admission of guilt. It seems to me that 
@ lay-man could clean up in two months what some 
of our Judiciary have been gagging over for 10 
years, 

Let us give the law a blood transfusion, 
Only those influences mentioned in the attached 
letter are against it. We do not have to be 


robbed un?».ss we want to be," 


Then he has this document (indicating) which 
is somewhat of a circular brief he has prepared and it 


looks as if he has probably sent it to other people as well, 
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This says in regard to "Inadequate Court Sentences':- 


tt The almost complete breakdown in the adminis- 
tration of justice, particularly where murder 

and manslaughter is concerned, must pose a solemn 
and serious problem to observant and sane thinking 
citizens who rightfully look to the courts for 
protection, We live in a day when men call "evil" 
g00d and "good" evil, A day when Judges 17:6 


might be justifiably translated", 


I do not know whether you can help us on that, 


Mir, Downer? 


MR. DO NEK: That is partially correct, He has 


changed it a bit. 
THE CH..IRMAN: This goes on: 


"In those days there was no "law in "Conada" but 
every man did that which was right in his own eyes", 
re we coming to that period again, when the ad- 
ministration of justice must be carried out by 

the relatives of the murdered victim? Has the 
getting away from fundamental spiritual standards 
warped our ability to reason clearly on these 
matters? 


Scripture asks the question: "Wiat will a man 
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‘give in exchange for Wis woul", Dvawing our 

conclusions from recent weer sentences the 
Judiciary places the taking of life as a comparable 
or even lesser crime than that of robbing a bank, 
stealing groceries, breaking into a church, beating 
aman up, robbing summer cottages, abusing your 
wife, and so on ad infinitum. 

The utter inadequacy of two recent sentences 

are but examples of the warped and twisted reason- 


ing of the courts on this question." 
I do not know what case that is. 


"In the Halifax case, one wonders just what the 
criminal had to do to,show "intent". Whny Coes 
the crown attorney have to influence the jury 

by publicly stating "ne" ill be "satisfied" with 
a conviction of manslaughter, when circumstances 
point so evidently to cold, calculated murder? 
Why not let the jury decide that in due course? 


Is this not one of their duties? " 
Do you knoy what case that was? 


MR. JOLLIFFE: I wonder if possibly he is not 


referring to a case in which the mayor of Glace Bay -- 


MR. VILLENEUVS: Th... 1as in Sydney, Nova Scotia. 
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MR. JANGS: Where he drove over a man, and 


then backed up and ran over him again. 
MR. VILLENEUVE: Yas, 
THE CHATRMAN: [Continuing reading): 


a Ini cn Ovtawa case the presiding judge commends 
the criminal's "courage" , What courase? The 
"courage" of a drunken sot, who, while with a 
woman other than his wife, ran down a decent and 
law abiding citizen in cold blood and drove off 
from the scene of the crime and who for fear of 
imuinent detection gave himself up to save his 
ovn neck, 

Ti.e crown attorney in the same case tells 
the jury that the prisoner was not really a bad 
fellow, but he was senile a "oad boy" that night 
and a lot more that was puerile drivel! Life 
indeed is cheap. Small wonder there is contempt 
for law et Order, Th: ‘risoner at the bar 
needed no defending attorney. The Croyn's 
representatives looked after him well in every 
respect. No reference (2t least from newspaper 
reports) to the slaughtered victim or his dependents 
since they, presumably, are more fortunate and 


will be able to cash in on the Unsatisfied 
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Judgment's lund established by the Ontario 
Government. A kind of fair exchange is no 


murder basis." 
He only mentions two specific instances. 


MR. JOLLIFFE: I think we shoulé@ defer the 


letter for further consideration, 


THs CHzTRKuAN: This is the Lester matter. I 
do not think I know him personally, although I do know 


aman by that name. 
THE SECRETARY: Will that go into the record? 


THU CHATRMAN: I suppose that much of it could 


‘go into the record, yes. 


MR. JOLLI“Fi: Whatever the hon. Attorney General 
(Mir. Porter) read. 
~--whereupon the Chairman retired, and the gavel was 
assumed by lir. Villeneuve. 

wRe “O™ULIFFE: I ~c~o that the letter from Mr, 


leetcr be deferred. 


MR. DOWNER: . I second that motion. 
Motion agreed to. 


EXHIBIT NO, 149: Letter, April 20, 
1951, Lester to Chairman; Brief 
dated March 31, 1950; Letter April 


50,1951, Nicol to Lester; letter 
Chairman to Lester, May 4, 1951. 
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THE SECRET:RY: The next one is a letter from 


a Mr. Gavitz. 


Porter. 


THH ACTING CHAIRMAN: This is written to Mr, 


MR. JOLLIFFE: What is its nature? 


iii: SECRETARY: The note I have is that he wants 


to give evidence to substantiate charges that certain 


magistrates are unfit to sit on the bench. Also he 


states he is a British subject, of noble family, and 


kin to the King. 


MR. JOLLIFFE: I move it be deferred. 
MR. DOWNEn: I second that motion. 
Miotion agreed to. 
DABIBIT NO, 150: Letter May 4th, 
1951, 4avitz to Attorney General; 
Letter May 8th, 1951, Nicol to 


Zavitz. 


THi SECRETARY: Then the next one is really 


two letters, with a note of mine on top, from Major W. B. 


Hamilton, 


Tor onto? 


THE ACTING CHAIRMAN: Of 597 Bathurst otrest, 


THi SECRETARY: In brief, he suggests this 


Committee should@ search beneath the surface of the present 
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unscientific and unjust Civilization, and gives ten 


Sucgested causes for chaotic political affairs. 


MR. JOLLIFFE: There are several reasons for 


chaotic political affairs around this table. 


THE SECRETARY: He wants to submit a brief 
in support of his allegations. 

i have had a couple of interviews with hin, 
and I think he feels that the Subject matter of his 
correspondence is not quite within the scope of this 


Committee. 


MR. JOLLIFFE: Then Major Hamilton's main 
interest is in monetary matters, but I doubt if it is 
very relevant to our work, 


I move it be deferred. 
MR. DOWNER: I second that motion. 
Motion agreed to, 


EXHIBIT NO, 151: Letter Hamilton 
to Attorney General, April oi 
1951; copy of brief, undated; 
copy of letter May end, 1951, 
Nicol to Hamilton; copy of letter, 
May 4th, 1951, 4itorney General 
to Hamilton. 
Letter Hamilton to Attorney 
General, May 7thm 1951. 
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THE SECRETARY: This one (indicating) is from 


Danny Daniels, which says: 


"On behalf of Champion Publishing Association, 
publishers of Champion, all Canadian Youth 
paper, we, the under-signed, respectfully 
request the permission of your Crime Investigation 
Comuittee to appear before it in order to present 
a brief and offer further testimony on the 
relationship between comic books, and the 


incidence of crime in Canada." 


I think the Chairman mentioned at one time 
he had heard from them. After they wrote, they gave me 


one copy of their brief, which has been submitted. 


MR. JOLLIFFE: What do you suggest,,Mr. Vickers, 
about it? 
THs ACTING CHiIRMAN: There is some reference 


Hers to "M,P.'s", and "M.P.P.'s', 


MWR. JOLLIVFE: The Criminal Code was amended in 
regard to this matter. It is important, but what we can 


do about it, I do not know. 
‘MR. JANES: It is very important, yes. 


THo SECRETARY: I gather it was aimed at the 


Ottawa committee reviewing the matter at that time. JT 





. 
B 

















ee 
aa 





oe 


 Aetore 











ae 





wih gs ee, fg 
1 tyint ey 





my 





16 


GSVvg 











age 
~ 
i 
vie 
eae oy 
F }* 
i 
i. i 
h.? , 
1 
, Seer 

















ee 




















at 
KA pune ear 
. Pan oa ‘ 
yA A fine 
iy iv 
U1 as 
ey eer 
ts 
‘a ERPs 


Ul. Moa 

. 

= 
5 inal mm HF 
Awier AS? 

' 
Heb a) 
Ba ke ls (ade 








Lei 
» ¢ y ae | 



























é7 goat Liu 





has 
‘ 





re 
; OF f 
eet 
4 5 Fy big Cel 
, en bs 
rtoot 20 
’ 
| hy 
' i er 
. 
= 
: monte 
\ Ba 
wlth 
P ee 
i fel ie act f 
on iy ns Ni 
5 . ‘ 
5 P 
: 
b’ r be | 
hi A ed 
& aevle ‘ Fy " ce 
fohe i Voom 
ame eee sa 
Meier) ot 
Ai teibey Ta Ls aah 


j 


! 








S721 


asked him if it would come within the scope of the 
Committee on the administration of justice here, and 
he said he thought it would, because in their opinion 
the present code, as amended, is not being stringently 


enforced, 
liR. JOLLIFFE: Even as amended, 


THi SECRETARY: That is what he said, but 


this goes beyond crime comics, into sex matters. 


MIR. JOLLIFFE: Do they indicate whether their 
brief was prepared prior to the amendment, or since the 


amendment? 


THE SECRETARY: This was presented to the 
Toronto Board of Education on December 2lst, 1950, TI 


think the amendment was Passed prior to that. 


MR. JOLLIFFE: Yes, I think it was the 1950 
Session, 

THE SECRETARY: Yes, They refer to the 
amendment passed December oth, 1949, so this brief is 
Subsequent, 

MR. JOLLIFFE: Do they complain that the 
law as it is now has not been adequately enforced in 
Ontario? Is there any complaint of that nature? 


I understood him to say that it was not 
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completely enforced, but the main thing is it should be 
extended farther to cover other things like the sex 


comics, 


MR. JANES: Of course, we are concerned about 


enforcement, 


MR. JOLLIFFE: That is the provincial respon- 


Sibility, or, in some cases, a municipal responsibility. 


MR. JANES: It would not do any harm to hear 
them, 
THE SECRETRY: They did indicete they would 


like to be heard, 


MR. JOLLIFFE: Is this a newspaper, or an 


oreanization of some kind? 


THE SEGRETARY: It is called a ~ewspéper, the 
"Champion", 


MR. JOLLIFFE: Who publishes it? 


TH. SECRETARY: The Champion Publishing 
Association, The President is George Harris, Lovey 
Kolchin, Secretary, Danny Deniels, Editor, and Sam 


Michnick, Business Manager, 


MR. JANES: The hewspeper boys here might 


know something about that paper, 
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MR. JOLLIFFE; This is a Canedian publication. 


is. Acting Chcirman, I suggest that before we 
agree to hear this group, one or two enquiries might be 


made ebout them, 
MR. DOWNER: Who they are, and what they are. 


MR. JOLiI¥¥H: And whether this is just 
another publication, or is there any organization actually 
being responsible for the statements which are made? 
They make a great many statements. For all I know, they 
may have a substantial case, but I would like an opportunity 
to make some enquiry about the Sponsorship before 


committing myself to hearing them. 


MR. GRUMMETT: It may be just some interested 
people to get off a pet "beef", 

THE SECRETARY: They enveigh against comics, 
but they go further, and refer to communism, and they 
G0 into racial discrimination. 


MR. JOLLIFFE: Snd sex. 


THE SECRETARY: It is a very wide field, and 


the crime end of it is of minor interest. 


MR. GRUMMETT: It might be a "front", you 


see. 
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WR. JOLLISFE: I move it be deferred pending 


further investigation, 
MR. DO NER: I second that motion. 
Motion agreed to. 


MR. JOLLIFFE: That does not mean that we 
are not interested in the comic book question. Personally, 
Il an very much interested in it. 
EAHIBIT NO, 152: Letter May 9th, 

1951, Daniels to Attorney General: 
Copy of letter May llth, 1951, 
Nicol to Daniels; copy of brief 
to board of Esucetion, Dec.21, 
1950, by one Fine; Secretary's 
notes thereon. 


THE SECRETARY: The next one is the Law Society's 


request. That has been discussed by the Committee. 


MR. JOLIIFFE: I would like to get that as soon 


as possible. 


THE SECRETARY: I was talking to the Secretary 
of the Law Society, and suggested if possible he get 
his Committee to come to the meeting of this Committee 
on the 15th, and he said he would send a note to the 
Chairman, 


He said Mr. Sedgwick was preparing the data. 
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He asked if the 15th was their last chance, and I said 
I could not say as to that, but I think the Committee 


Should like the opportunity of hearing from them. 
MR. JOLLIFFE: Oh, very much, 


THL SECRETARY: The next is from Sam Oshanek. 
He requested to be subpoenaed to give evidence concerning 
justices of the peace, magistrates and police protecting 
criminals, accepting bribes, and intimating witnesses, 


Claims he has letters and photostats to Support his 


charge. 

MR. DOWNER: I move it be deferred, 

MR. JOLLIFFE: I think it might be deferred, 
although I might say in connection with witnesses -- and 


perhaps the Secretary might be go00d enough to make a note 
of this, because I overlooked it previously -- I would 
like to have lr. Magone come back asain aay the purpose 
of discussing witnesses, particubrly Crown witnesses, 

and their attendence fees and expenses, 

It has come a ray attention since Mr. Magone 
testified that there is still some difficulty about that. 
Cases arise where a citizen is subpoenaed to give evidence 
in a criminal matter. It is true, he got a fee, which was 
increased some years ago, but apparently in some cases, the 


fees are not only inadequate, but there is a long delay 
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before the witness gests his fees and expenses, 

Perhaps, by coincidence, since Mr. Magone 
has testified, we have had a number of complaints about 
this, and I think we should look into it. 

I am disturbed by an unwillingness on the 
part of a good many witnesses to appear as witnesses, 
and I think this matter of fees and expenses has some- 
thing to do with it. They are afraid of losing their 


time and money, and probably never get paid. 


MR. GRUMMETT: The natural tendency you 
would think would be to remain at the scene of an accident 
until the police arrive, but the general tendency now 


is for them to walk away, rather than become involved. 


MR. JOLLI¥YFE: They have the same idea as 


the Bell Telephone Company. 
MR. JANES: No responsibility. 


MR. JOLLIFFE: I know there have been some 
hit-and-run cases where drivers could Ir*ve been 
apprehended if the witnesses had not run away. It 
seems to me that they are almost as bad as the man who 


was driving the car. 


MR. DOWNER: I have had a number of complaints 


on the slowness of the justices of the peace in regard 
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to their fees, Viet. Be months and months before these 


fees are paid. 


MR. GRUMMETT: That would rest with the 


auditor of Criminal Justice Accounts, 


MR. JOLLIFFE: There is an auditor up here 


to audit all those accounts, 


MR. DOWNER: <A delay of six or seven months 
is too long. That means that possibly we will need 
Mr. Magone again, and perhaps the auditor of Criminal 


Justice Accounts. 


MR. JOLLIFFE: iJell, to complete the matter, 
I will second the motion by Mr. Downer that Omanek's 


letter be deferred, 
Motion agreed to. 


EXHIBIT NO. 153: Letter and 
Envelope, May 17th, 1951, 
Oshanek to Secretary of 
Committee; copy of letter 
May 22nd, 1951, Secretary 
to Oshanek; Secretary's note 
thereon, 


THE SECRETARY: The next item -- there is 
no correspondence with it -- but there was a chap named 


Humphrey, an inmate of York County Home, Yonge Street, 
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Recnaeet. ‘He said he wanted to give evidence about a 
personal ease. here he claimed the ae Branch police 
neglected to protect his belongings. I suggested he 
contact the local police through his local member, Since 
then, 1 have not heard anything further from him. It 


is a personal case. 


MR. GRUMMETT: I do not think we could hear 
those who want to make personal comp’ tints. What we 
want is the general picture, not individual personal 


complaints. We would be kept here indefinitely otherwise. 
MR. DO\WNER: I move it be deferred. 
MR. JOLLIFFE: I second that motion, 
liotion agreed to. 


MR. GRUMMETT: There are always some who feel 


offended. We cannot please everyone. 


THE SECRETARY: There is a letter from Mr. Fred 
A, Poulton, Secretary, the Christian Social Council of 
Canada, the Cnadian Council of Churches. 

It is addressed to the Honourable Dana H. 
Porter, and enclosed a brief, a copy of whichwrs sent 
to the Committee. It was in connection with the gambling 


in Ontario. 


MR. JOLLIcFi: Are they satisfied with the 
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distribution of the brief, or do they wish to appear? 


THE SECRETARY: He just wants the brief in, 
and hopes the recornmendations will be taken into con- 
sideration. 

I called his office to see if he wanted to 
appear, but the brief is here, and I was wondering what 


' the Committee would like to do with it. 
MR. JOLLIFFE: Did we all see it? 


THE ACTING CHATRWAN: I remember getting a 
copy of it. 

THE SECRETARY: He says repeatedly that 
gambling is an increasing menace, and leads to other evils, 
and is controlled by organized groups. He says that 
gambling is anti-social; racetrack gambling in Ontario 
is too extensive, and the number of racing days should 
be reduced. He says that gambling on harness racing at 
Dufferin is too extensive, that the Criminal Code shmld 
limit days of racing to 14 in one place. 

He says the extention of legalized gambling 
would lead to increased evils; that lotteries, and raffles 
should be banned, even for Churches, and urges honest, 
efficient, law enforcement and urges legislative action 
to protect the people-from those who would exploit them 


Lor -prorit, 
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MR. DO.NZR: Good for him. 
MR. JOLLIFZ&: Mr. Dovmer agrees with him, 


MR. DOWNER: Surely. I do not think it makes 
any difference as far as horse racing is concerned; if 
they limit it to 14 days in one place, they would have 


it in more places. 


MR. HOUCK: Wzs that brief submitted on 


behalf of the United Church? 
WR. WOLLIFFE: It is a joint body. 
MR. DOWNER: Toe Canadian Council of Churches. 


MR. JOLLIFFE: Perhaps it should be said for 
the record thet the Christian Social Council of Cunada 
contains the following representations, that is to 
say, the following churches are represented on the 


Council: 


"The Baptist Federation of Canada. 
"Churches of Christ (Tisciples) 

"The Church of England in Canada. 

"The Evangelical United Brethren Church. 
"The Presbyterian Church in Ccnada. 

"The United Church of Canada, 


"Tiic Salvation Army. 
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"The Scciety of Friends} 
and 


"Tic National Council of the Y.M.C.A." 


This letter is from the Department of Social 


Relations of the Canadian Council of Civrches. 


MR. HOUCK: I think that is a brief we could 


be well advised to hear. 


MR. JOLLI?FE: It is the kind of brief we should 
consider. I do not know about to-day. 

Was there any thought given, Mr. Sccretary -- 
do you know -- of the possibility of the Chairman finding 


out whether Mr. Bigelow might be available to-day? 


TH: SECRETARY: I have not seen him to speak 
to him. I rather would assume he is not available to-day 
but he woule probably be here. He was contacted to see 
if he could be availeble this afternoon or to -morrow 
morning or perhaps on Thursday reesei. 

ir. Acting Chairman, should the brief be put 


into the record, or just filed? 


MR. JOLLIAFE: Mr. Vice-Chairman, until the 
-complete dealing with the corresvondence, I move it be 


read, and if necessary, be discussed later. 


MR. HOUCK: I second the motion. 
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Motion agreed to. 


EXHIBIT NO, 154: Letter May 25th, 
1951, Poulton to Attorney 
General; copy of letter June 

oth,}951, Attorney General to 
Secretary; brief on “sambling 
in Ontario", undated, which is 
in words and figures as follows, 


to-wit: 


(Page 3733 follows) 
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Dear Mr, Chairman and 

Members of the Select 

Committee of the Legislature 

Investigating Criminal Justice in Ontario: 

On ‘behalf of the Churches and organizations 
which are represented in the Christian Social 
Council of Canada (Department of Social 
Relations of the Canadian Council of Churches) 
we wish to congratulate the Ontario Government 
on its establishment of this Select Committee 
of the. Legislature inquiring into criminal 
justice in this province, We note with deep 
satisfaction that the Committee has been 
instructed to concentrate its attention on 
the detection, prosecution and prevention 
of gambling and attendant evils. This, we 
are convinced, is a step in the right direction, 
for gambling in this province has become a 
social and moral menace, and the dangers 
of it are becoming more threatening every 
days 
THE PRESENT SITUATION 

In the past two years, in his annual 
reports to the Ontario Legislature, Commis- 


sioner W, H. Stringer has stressed the fact 
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that investigations by the anti-gambling 

squad of the Ontario Provincial Police reveal 

that iibea? betting has become big business in 
this province. It has, in fact, become the 
orincipal, tax free, lucrative livelihood of 

many people. In 1950, according to Commissioner 
Stringer's testimony, requests from municipalities 
for the use of the Provincial anti-gambling 

squad reached a record-breaking number. 

In addition, there have been the recent 
exposures in Toronto and Windsor which have 
helped to bring the whole gambling problem 
out into the open, so far as Ontario is 
concerned. Many of the evils which are 
inherent inall gambling have been clearly 
revealed, It is now plain for all to see 
that the business of gambling presents a Inenace 
far beyond the making and losing of small 
bets. It offers to organized groups the 
opportunity of gaining control over betting 
and all the vices associated with it, since 
gambling always tends to get itself tied 
up with other evils and crimes which no 
one would wish to defend. ‘The entire 


history of gambling proves that it is the 
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enemy of personal integrity, of family welfare, 
of business honesty, of good government and 

of true religion. 

THE CHURCHES! ATTITUDE 

Community, national and international 
organizations are working today toward the 
creation of a just and sound economic order. 
Such an order will have to be based upon wise 
planning, general productivity, and a fair 
distribution of the goods produced. In a 
sound economic structure there is no place 
for gambling, since it is always non-productive. 
It has never made for a just distribution of 
goods, for many lose that a few may gain. 
Indeed, gambling has come to be one of the 
greatest contributory causes of the whole 
maladjustment of the economic life of our 
day. 

The churches we represent believe that 
labour or human effort is the natural basis 
of the right of property, whereas gambling 
is the determination of the ownership of 
property by an appeal to chance or luck. 

The essence of tambling consists in an 


abandonment of reason, an inhibition of 
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the factors of human control. Gambling is 
also an attempt to get sonmthice for nothing. 
It is adenial of fellowship since it involves 
taking advantage of others, and profiting 

by their loss. The Christian ideal is the 

joy of service. The gambling ideal is an 
essentially selfish one, It seeks to take, 
and ever to take from others. It attacks 

not only the character of the individual 
gambler, but it also undermines the foundation 
upon which a progressive, healthy community 
must be built, Like Aapwerohe cells which 
kill the human body by becoming a law unto 
themselves, gambling destroys the body politic 
which tolerates it, 

Here is a situation which calls for 
United action on the part of all thoughtful 
people -- a situation which challenges the 
Christian Church to fulfil its duty as the 
enlightened conscience of the nation. The 
Church dare not maintain silence in the face 
of this evil thing which presents a very 
serious challenge to the essential principles 
of our democratic way of life, and is the 


antithesis of a Christian interpretation of 
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life and its responsibilities. 
CONCENTRATION OF Gal.BLING IN ONTARIO 

The Churches represented in the Christian 
Social Council are seriously concerned over 
the concentration of gambling and gambling 
facilities in Ontario. For example, during 
the year 1950 nearly 41 per cent of the 
racing in Canada was centered in this province, 
with Ontario having 145 racing days out of a 
Canadian total of 356. In addition, more than 
60 per cent. of the money going through the 
pari-mutuel windows was wagered in this 
province. Out of a Canadian total of »53,469,032, 
Ontario bettors put up $32,925,119 during the 
past year. Keeping in mind the fact that 
these figures represent only a portion of the 
amount expended on betting and gambling, since 
no accurate information can be secured re- 
garding illegal off-track betting, or legalized 
on-track bookmaker betting, the present situa- 
tion in Ontario becomes a matter for serious 
thought and prompt action. It is the con- 
sidered opinion of this Council that the 
Ontario Government should move to reduce the 


number of days of race track gambling in this 
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province, as one ooint of possible advance 
against the gambling evil. 
THE DUFFERIN SITUaTION 

ve would also bring to your attention the 
daily harness horse racing witn oven bookie- 
non-taxable gambling at the bufferin race 
track in Toronto. Throughout the whole of 
the fall and winter season ten races are run 
off each day of the week, with the exception 
of Sunday. Technically, these trotting and 
pacing races appear to be within the letter 
of the law, as set forth in subsection three 
of section two hundred and thirty-five of the 
Criminal Code of Canada. In actual practice, 
they are certeinly contrary to the intent of 
that particular subsection, for while the 
harness racing meets are held under the names 
of various racing associations, most of them 
are controlled by the same group of individuals, 
These racing meets are not really a4 sport at 
all. Their main purpose seems to be to 
provide even wider gambling facilities for the 
people of een: and aetriet . 

The Christian Social Council, therefore, 


recommends that the Ontario Government urge 
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the Federal Minister of Justice to amend 
the Criminal Code (Race lieetings) by restoring | 
to the oroviso of subsection three of section 
two hundred and thirty-five the following 
words: ‘and that no race meetings at which 
there are trotting or pacin; races are held on 
the same grounds for more than fourteen days 
in ail in any one calendar year,' ouch an 
amendment would not interfere in any way 
with the average Fall Fair programme, but 
it would help to curb the activities of 
those interests whose main concern is the 
increase of betting and gambling facilities 
in Ontario. 
RACING UNDZR FLOOD LIGHTS 

At this point, we wic’: to take the 
opportunity of commending the Premier and 
his Government for the stand they have 
taken in opposing the introduction of grey- 
hound racing and flood lighted horse racing 
in Ontario. The promoters o£ these new forms 
of racing have tried to cloud the real issue 
again and again. Sut the fact remains that 
the main purpose of .reyhound racing and 


flood lighted horse racing is to multiply 








wubenvies yd "| anigeula a aoe eae. Le 


iy 
vii Min 


> 
sy hig Mi MAN i 
| a ~ | 
HissH Od SAS my wie oy ade tant | 


Mr 
ard) Wy 





























Wwe! 


nab | foes Be 


3 wh Hriiet j mn 
7 f Wad i ‘ 
Bor Wi iiatc cen Mg Ce eon pres se cay ; 
CELSO SE To GRAY OLS go ewe To; 95 ton i 
te ' 


Sry Nae TAY 
ony id oe 

he Ege de yi ls anne POD eet as piel Als lias ; Pi Ny me Dd vaal uf a 
LNG SD PR WE ae Y ehh: ee beieebanse Oye i 


MW ‘ oh ; : i" 


‘ iN = 7 fe 

bt ae ie 
os ; 
i] 


: 2 A ‘ , fi tay j ty 
PoCreh dea ce ee ee Abert Minicat Se? et ag Sy Ban Re 
CoUCiw TS? BG CL Io oar tats Caled mai Dene 





fee vt sia Py dot oo ag eye 5 he ene se A Pa ir ae ae? ee a eh, f 
Go Diss Pras rsoe DEE ae wa le cs 2 vie POO: Se te! gent Rue | 
. = 4, ie : oa ; . fs ; 
: ay Pad Mas Tig : . ' nV, 
2 ba 8 7 2 Re : e J 
ny {> 7% Nth Roy (re et aa C3 Sth gest | ny brase oa “OMA: Rf - 





nb tose  yreow Seo ma Deo Bie: Vee te hart, rem 





“ re 
E aha sa " : * z } st ae 
Yaw yor. oft one mated ten ee ow. agp 
‘ in 
mv uy 
Pt * 7 os ga « Fs 
. ie ;. gh? 1 ity te { i ‘ SP ee Phy Gal ih te a 
7 ; . mr tei o¢ 
1 aa hy 
‘. yi 
4 ; r ‘ a " 1 he 
Reb ioet: ass ON Tet Ord CEL Sit Rob eaee a 
























~ 


f et 
eg 82% oo) Uchotee. Bins Si ked te paaeds | 
is cae Whee cr he Ok ee 
‘a Sage a 1S i et Ch ; 
a Stave ra, oe ; : fly i 
2 , ae as 
as ey Dod dates “ih eae A A it 
sit Gi ag Loy Sh pve Br 3 ie SPA ta" 
al ail 
Bak ak Ua STE D MOMINO Oe ot it ata SOR ena 
ee ty ul ; , i 
SATS ‘ “ie , te van 
: 7 wr 
oven vs? breve adh soe srounee yoo a be err, 
fet J nd vy 7 hen ' } 
aie Miata or Uae os a a es 3 iar *“% 
—¥Ots To ROL oot tees Sree 2oqae, ae noted hh BS 
- Phe ‘t : 
* : ee oy : . i 
4 Ms ‘3 “yy a hy m4? 4 ae f rt m Asn & 7 be = rm ‘S, rT reuny 
saga fh Oa ee aR ere ve Hie tar; 4 
pony f ’ ages rei : ( Ma i ‘ seh pane 7, gh 5 : Reo We , 
ea ee : : be \ ; i Li 
suse? ‘thot oa “‘bthoto ov botyd vad sidoee hale 7 
a) “Si? ae 
7 P au as ee 
\ é a4 Nes 
and OR PA dt: PE isi blog 
¥ . 







‘bi sew ‘ibd wey %, 


J 





-371,0- 


the present gambling outlets and thus 
introduce an extended form of mass gambling 
in this province. These types of racing are 
certainly not necessary in order to improve 
the breed of the greyhound or of the horse. 
They are sheer Panbling gerices, and any 
so-called benefits they may distribute are 
ourely incidental to that central fact. Once 
again this Council voices a vigorous protest 
against any «ove to introduce ereyhound 
racing and flood lighted horse racing in 
Ontario. 
EXTENSION OF LEGALIZED GA. BLING 

During recent months, the Churches we 
represent have been deeply disturbed by the 
sug. estion made by some men in high places 
that there should be an extension of legal- 
ized facilities for gambling in Canada, 
Instead of urging better enforcement of 
the present anti-gambling laws, these people 
suggest certain amendments to the Criminal 
Code which would have the effect of relaxing 
the laws against gambling, and would permit 


the setting up of lotteries under government 
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supervision. 

Those who advocate an extension of 
legalizedgambling claim that it is very 
cifficult to enforce any anti-gambling law, 
and that the creation of government-controlled 
lotteries would canalize the gambling instincts 
of the people, and thus reduce the menace of 
professional gamblers. at first glance, 
this looks like a very sane and sound argument. 
However, if a man is really interested in 
the facts regarding legalized gambling, there 
is a considerable body of data upon which to 
base his opinion. An unbiased study of history 
will show that legalization of gambling has 
done nothing to Aiadads either legal or 
illegal gambling, in fact, it has had the 
result of increasing both, 

THE VOICE OF EXPERIENCE 

Many nations have legalized national 
lotteries and sweepstakes. But over the 
years these have been gradually abolished, 
as nations and states, business men and 
members of Royal Commissions, political 
leaders and police officials, social service 


workers and clergymen have joined in the 
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attack against the evils which have resulted 
from the legalization of gambling. The story 
of the social effects of lotteries in countries 
where they have been tried does not make 
pleasant reading. It is the result of long 
experience of the evil consequences of 
gambling, in all its forms, that modern 
civilized states have promulgated laws to 
restrict and control it. 

Those os think that on extension of lega 
methods of gambling will prevent an extension 
of illegal methods and practices would be well 
advised to read the wiay, 1950, number of 
'The Annals of the American Academy of 
Political and Social Science' which is devoted 
entirely to astudy of gamblin in America 
and elsewhere. The academy ore that 
‘various attempts at liberalizing the anti- 
gambling statutes by permitting only certain 
types of games have usually resulted in many 
dbuses, and the law enforcement problems have 
increased tremendously.' according to 
Governor Thomas E, Dewey, of New York state, 
'The entire history of legalized gambling in 


this country and abroad shows that it has 
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brought nothing but poverty, crime and 
corruption, demoralization of moral and 
ethical standards, and ultimately a lower 
living standard and misery for all the 


people.’ 


(Page 3744 follows) 


‘i 
ne 


Leto KG yevor. sug ace | 
he arte ton: drtgrrornd! 


ie 


mes 
i wohage & e985 
7 EG 2 Repay hy Wee eee 
ghee Faas " 
ms oo 


fairy iS aya = 
shane sete Ty 





-374h- 


a” In whe Province of Onterio all of the co- 
operating Churches represented in the Council 
have pronounced against subsection 6(b) of section 
236 of the Criminal Code which permits raffles 
for prizes at any bazaar held for any charitable 
or religious object. Again and again we have 
appealed to the Federal Government to repeal 
this particular subsection. The Protestant 
Churches of Ontario deprecate resorting to gambling 
methods, no matter what form these may take, to 
secure finde fos benevolent enterprises. The 
‘characteristic features of gambling do not disappear 
nor are they transmuted when raffles or lotteries 
are held for religious or charitable purposes, 
The ane act of bringing gambling into the Church 
will not make it right. It will simply give an 
air of respectability to what is really a vice. 
The Christian.Social Council is convinced 
that any extension of legalized facilities for 
gambling would be detrimental to the moral, social 
and economic well-being of the people of this 
province, The legalizing of lotteries would be 
turning back tl.e clock to evil days, In the words 
of Virgil W. Peterson, Director of the Chicago 


Crime Commission: "Licensing of gambling is not, 
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has aoe and never will be a substitute for the 
proper performance of duty on the part of res- 
ponsible officials. It will never be a substitute 
for honest, efficient law enforcement. It will 
never take the place of proper respect for law 

anc order on the part of the citizens." 

In the light of these facts, this Council 
reaffirms its fundamental objection and uralter- 
able opposition to any ext nsion of legalized 
facilities for gambling in any form, under any 
auspices and for any purpose; and we call for 
progressive, honest and efficient law enforcement 


in respect to this social and moral menace. 
NEED FOR LEGISLATIVE ACTION 


The churches we represent stand ready at all 
times to suprort any positive action which the 
Government may take in an effort to curb gambling 
anc its attendant evils in this province. We 
shall continue to develop an educational 
programme which will make known the facts and 
eventually inspire the action of an aroused 
majority. But, at the same time, we submit that 
sound legislative action is also required. The 
average intelligent citizen knows that properly 


enforced legislation relating to health, education, 
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and morals is conducive to physical, mental and 
moral betterment. Surely, therefore, the 
exploitation of a whole community is eee 
clearly an object of strong legislative action. 
The gambling interests are well organized. 
They have money, and they spend it freely for the 
protection of their interests. This organized 
rinority will control the situation if the 
majority who oppose the permission of organized 
gambling, in violation of the law, sit idly by 
end do nothing. We believe that people under a 
democratic system of government should be free 
at all times to determine their own personal 
habits. But we are just as insistent that the 
people should also be free from the pressure 
of organized and exploiting interests and groups. 
This is where sound and sane legislation 
has its place in any well-ordered society, The 
Churches simply ask that the State recognize its 
duty in this matter, for without courageous 
leadership our democratic system is bound to 
fail. It is the duty and responsibility of the 
State to protect the people from those who seek 
to exploit them for their own profit. 


All of which is respectfully submitted on 
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behalf of the Christian Social Council of Canada 
(Departmen. of Social Relations of the Canedian 


Council of Churches)." 


THE SECRETARY: The only other one is a 
letter which came in the other day from 4 chap in 
Richmond, Virginia, Mr. William S. Nash, complaining 
about a purchase he made in certain securities. 

On the Chairman's instructions, I referred 
it to the Chairman of the Securities Commission for 
a report, which was to go direct to Mr. Porter. I 
do not know whether he has received it or not, but 
Mr. Porter wanted to pring jin to the Committee for 
consideration, when he had the complete picture from 
Mr. Lennox, 

I would think it might be well to leave that with 


Mr. Porter. I think he wants to bring it in himself. 


(Page 3748 follows) 
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EXHIBIT NO,155: Letter -- to 
Attorney-General, September 
25th, 1951. 


THE SECRETARY: That is all the correspondence 
and representations which have come in so far, as far as 


I know. 


WR. JOLLIFFu: You did not get a letter from a 
man out at Milton, regarding the law enforcement over the 


years in Halton County? 
THE SECRETARY: No, Mr. Jolliffe. 


THE ACTIN’ CHAIRMAN: I think we should recess 


for five minutes. 
WR. JOLLIFFE: Yes, that will be a good idea. 
-.-"hereupon a short recess was had. 
---Upon resuming. 


THE ACTING CHAIRMAN: Gentlemen, we will 


proceed. Mir. iiagone has appeared before us. 


CLIFFORD R. MAGONE, K.C. 





A witness previously heard, and now recalled, who, having 


been already sworn, continues his testimony as follows: 
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BY THE ACTINC CHa Ith.Al: 


w bir, hagone, Mr. Jolliffe intimated he 
wanted to clarify some complaints sent to him in 
regard to the collection of fees by witnesses, for 
court appearances, and one thing and another? 


A Yes. 
BY MR. JOLLIFFE: 


Q Ido not think we covered this matter with 
you, lir, Magone, when you were oreviously giving evidence. 
It simply relates to the fees of witnesses in criminal 
prosecutions, their travelling expenses, and the time at 
which they get paid. 

Perhaps we had better let you deal with it 
in your own way. 

A I might deal, first, with summary conviction 
offences. They are the ones which are the most trouble- 
some, because all the costs in summary conviction cases 
are payable as between parties; If there is no counsel, 
the province is not responsible for the payment of any 
part of the costs. Even though the police may lay the 
charge, the costs, if any, are assessed. In the case 
of a dismissal, the costs would be assessed against the 


constable, and it would be a question of reimbursing 
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the constable. 

The great complaint in the past has been with 
respect to the payment of witnesses in summary convic- 
tion cases, and there has been delay in having those 
fees paid. The Department of Highways would always 
pay the witness fees in careless driving cases, under 
the Highway Traffic »ct, when an offence was committed 
on &@ provincial highway. 1 

Sometimes the magistrates were remiss in 
sending in the accounts, and we received complaints. 

In the last three or four months we have 
directed all the magistrates to pay all the prosecution 
witness! fees, when they could not be collected from 
the accused, and to pay them out of the fines and fees 
received in his office. 

We hope that will clear it up, as far as 
summary conviction cases are concerned, 

As to the amount; the fees in summary convic- 
tion cases are adopted, for provincial statute offences, 
from the Criminal Code, The fee is three dollars per 
day, with additional amount not to exceed twenty cents 


per mile one way, for travelling expenses, 
BY VR. GRUMMETT: 


Q Over a three-mile limit? 
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A ' Yes. In summary conviction cases, that is 
usually adequate, because, usually again, the atin ete As 
from the immediate vicinity. If he had to travel 
some distance and stay over-night, he would run into 


difficulty. 
OY MR. JANES: 


Q \hen you say "three dollars a day", I 

presume you mean a day, or any part thereof? 
A Yes. 

In indictable offences; the provision for the 
payment of those fees is in the Ontario Crown ‘itnesses 
Act. It provides that the fees are payable, in the 
first instance, by the county treasurer. In a district, 
as Mr. Grummett knows, they are paid by the district 
treasurer, and the province assumes the whole cost. 

But in the aseess the province re-imburses one- 
third of the witness fees paid by the county. 

Until 1949 the amount of these witness fees 
was fixed, with reference to the rules of practice, 
that is, the Crown ‘Titnesses Act adopted the fees 
vayable in civil cases. If my recollection is right, 
it was ,1.50 per day, and actual travelling expenses 
not exceeding twenty cents a mile, one way. You will 


note that was "travelling expenses", not "living 
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Pepeuaasis In other worcs, they got ,1.50, which was 
supposed to nay for their meals, and their hotel, if 
they had to have one. 

In 1949, we amended the Crown \Jitnesses act 
and set out a schedule of fees to be vaid in criminal 
cases, and that now provides a fee of three dollars 
for each day attending trial, and for certain profes- 


sional witnesses, like lawyers, it is seven dollars. 


4 Why the distinction? 

A Barristers, solicitors, physicians, and 
surgeons, are giving a professional service. If they 
attend as ordinary witnesses, they get three dollars 
a day, but if they are giving professional evidence, 
they get seven dollars a day. 

"Tf the witness resides more than three miles 
from the place of trial, and travels by 
public conveyance other than taxi, the amount 
he reasonably and actually is paid; where he 
travels by his own automobile, eight cents 
for each mile necessarily travelled, but if 

a public conveyance other than taxi is 
available, no witness shall be allowed 


mileage of more than 200 miles in respect of 
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each day." 


That allows him to go back and forth to his 
home night and morning. 

In addition to that, if he stays overnight, 
he is entitled to wnat he spends, but not exceeding 
“six dollars for each day. 

That is a very radical departure from what 
has been paid in the past. In 1949, for the first 
time, we commenced paying a living allowance to wit- 
nesses. 

I might say, as a member of the Rules Committee 
of the Supreme Court, I attended a meeting of the 
meabers of that Committee, where we discussed changing 
the tariff for witnesses in civil cases, That was just 
last year. It came into force the first of September, 
L9OSL; 

I suggested that in civil cases they might 
well adopt a tariff in the Crown \.itnesses act, but 
there was so much opposition to that, that they came 
up with a tariff which is considerably lower -- this 
applies to civil cases -- whereby they paid three 
dollars to the ordinary witnesses, eight dollars for 
orofessional witnesses for professional evidence, and 


travelling expenses not exceeding 20 cents a mile 
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one way, and they will pay a living allowance not 
exceeding three dollars for each day. They cut the 
allowance in half, you see. 

That I think, brings us up-to-date, as far as 


the amount is concerned. 
BY wR. JOLLIFFE: 


@ Then the most generous of all systems is 
the one in 1949, for witnesses in indictable cases? 

A That is true, lr, Jolliffe, yes. I cannot 
give you the figures across the Dominion of Canada. 

I did get them at one time. IJ think, with the exception 
of one province -- British Columbia, which I think pays 
five dollars a day to ordinary witnesses without a 
living allowance -- I think probably our tariff now is 
as generous as any place in Canada. 

Q Yes, I think it probably is. The difficulty, 
of course, is that three dollars a day represents a 
loss, as far as the wage-earner is concerned. 

A Oh, undoubtedly it does. Sut you must remember, 
hr, Jolliffe, that it is only in recent tines the Crown 
paid any witness fees ae all. Until 1922, in fact, 
there were no witnesses fees provided for a coroner's 
inquest, or for preliminary hearin s. 


S) Yes, I know. Some of us feel, however, that 
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this is one of the reasons why so many people are 
unwilling to be witnesses, or reluctant to go along 
in the process. 

A I do not suppose we will ever reach the 
stage where we will pay witnesses what they might have 
earned, if not required to attend court. 
Q Perhaps not, but it seems to me there is a 
real problem there. For example, there are some 
centres in the province where ordinarily wages, as we 
all know, are much higher than elsewhere. By the same 
token, the cost of living in those centrés is also 
higher. I am thinking of cities like Windsor, and 


Hamilton. 
Mik . JalN io > And Sarnia . 


bR. JOLLIF?i: Yes, Sarnia and Toronto. 

Now, the average wage-earner can hardly expect 
his employer to foot the bill if he is absent as a 
result of being subpoenaed. 

The salaried man, of course, is in a little 
different position. I do not think anybody would dock 
a salaried man, because he has to go to court one day. 
It is the wage-earners who suffer, because of this 


thing. 
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MR. JANES: The farmers suffer more than 


anybody else. 


wR, JOLLIFF2: Yes; in particular, Il would say 
the wage-earner and the farmer. The salaried man does 


not lose so much. 


MR, JaNES: we had a case last winter when the 
Assizes were on, where a farmer was called up fora 
week, and there was nobody at home to look after the 
cows, and he had to have his wife get somebody else 


to look after them. 
BY izR. JANOS: 


Q How does this compare with the jurors! 
allowance? 
A I was going to deal with that. We will have 
to deal with both, if we are goin. to deal with one. 
They get six dollars a day, and no living 
allowance, and twenty cents a mile one way travelling 


allowance. 
BY LR. GRUMMETT: 


@ Mr. bagone, as regards the juries; do you 
think that the sum of six dollars per day is sufficient? 


A I do not know, Mr. Grummett. I would have 
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aifrioulty,*D-think, Living, on six dollars:a day if I 


was away from home. 


MR, JOLLIFFE: You would have more than 


difficulty. 


THa “ITNGSS: It depends, I might suggest, 
wr, Jolliffe, on where you are, If you are in i.ilton 
or L'tOrignal, y-u would have no trouble, but if you 
are in Port Arthur, or Sudbury, or Hamilton, or 


y 


‘indsor -- 
BY MR. JOLLIFFE: 


Q Or Ottawa? 


A Yes. 
BY Br. JxaNis: 


& hat about Toronto? 
A It depends on where you want to live in 


Toronto, lir, Jenes. 
BY i. HOUCK: 


w In Niagara Falls, you would have to have 


American money. 


A On the whole, I do not think it is enough. 
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‘BY MR. GRUMMUETT: 


@ Do you not think it creates a certain amount 
of resentment on the part of the men called for jury 
duty when they are paid this small amount? He will 
want to avoid it, if he can? 

A I think that is so, before he has served 
ona jury. I have heard lots of people say, after they 
have had the experience, that they would not have 
missed it for any amount of money. 

You hear people complaining bitterly when first 
receiving their notice to appear, but afterwards they 


change their minds -- after they have served, 
BY WR. JOLLIFFa: 


W Yes, I think there is something in that. 
But what bothers me is the talk you hear from the 
average citizen -- at least, I am afraid he is 
taverage" -- who does not want to be involved; he does 
not want to get mixed up. I am not suggesting that 
the reason is purely financial. Some of them may seem 
to take a rather childish attitude toward the ordin- 
ary administration of justice", but, nevertheless, it 
appears to be the attitude, "Te you can get out of 


being a witness, so much the better," even in hit-and-run 
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cases. 

We had similar reasons expressed by the 
counsel for the Bell Telephone Company, so I do not 
think you can blame the average citizen, who takes the 


same attitude. 


hR. GRUMETT: I know a man who deliberately 
stays away from the post office, thinking there might 
be a registered letter summoning him for jury service, 
knowing that the Assizes were coming on in a certain 


period of time. 
THE “TITNESS: I can imagine them doing that. 
BY MR. JOLLIFFE: 


Q@ You think you have corrected the situation 
in regard to summary conviction cases? 
A I hope we have. I do not see why it will 
not work out perfectly well. We have told them to 
pay the fees at the end of the case, and not wait 


to send the accounts in to the Liquor Control Board 


or tne Highway Department. 
BY MR. JANES: 


Q Have not the judges been offenders? 


A I think so. I think it has been the magistrate 
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-3760- Magone 
or the magistrate's clerk, who has not sent in the 
witness sheet to the Liquor Control Board or the 


Highway Department, or wherever it should go, 
BY MR. JOLLIFFE: 


Q These new instructions you have given; do 
they relate to the whole field of summary conviction 
offences, or just highway and liquor offences? 


a; No, they relate to the whole field of 


? 
summary convictions, except those where a private 
prosecutor has laid the charge. 


You know, there are certain over-the-back- 


fence rows, where somebody lays a charge against his 


neighbour. 

Q But sometimes they are more serious than 
that, 

A Oh, quite so, and where a private prosecutor 


lays a charge, we do not pay the witness fees. 
Q But then, does it not follow that a private 


prosecutor may lay a charge, and he can have witnesses 


subpoenaed? 
A Yes. 
Q ‘ae can tie them up for a whole day. 
A He can now, yes, 


Q And costs may be awarded against him, or be 
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awarded against the accused? 

A That is right. 

Q They may never be collected, and the witnesses 
may never be paid? Is that not the result? 

A That is tre, yes. 

Q Although the witnesses would have been in 
contempt if they had not appeared? 

A Yes, 

Q From a witnesses! point of view, that is 
pretty raw, is it not? 

A I doubt if there are very many cases laid by 


private prosecutors, 


Q I have run into quite a few of them. 
A Have you? 
Q Of course, your experience is much greater 


than mine, 

A It is not probably done, in the cities, 

Q There ipl a good many assault cases in the 
county towns which are privately orosecuted. 

A Strangely enough, we never hear any complaint 
at all about non-payment of i tipdbas in those cases. 

It is only the cases where the police have 

laid charges, santeeniye which we have received coni- 


plaints. I do not remember one, where they have 
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written a our department and complained. 

Q Perhaps the complainant is the private prose- 
cutor, and perhaps feels some responsibility for the 
witnesses! fees. 

A I suppose they are usually friends of his, 
and he knows what they are going to say. 

Q Yes, usually. 


A Oh, I think so, 
BY MR. HOUCK: 


Q ost judges are very strict in regard to 
excuses from jury duty? 

A Yes. But I doubt if they have any authority, 
but in their hands lies the contempt remedy. so l 
presume they may excuse prospective jurors in that way, 
but they cannot punish a man for contempt, if he does 
+ Hot appear. Ido not know of any provision in the 
Supreme Court Act giving authority for a judge to 
excuse a man from jury duty. 

Q If I am a layman, I have to appeal to the 
county judge? 

A Yes, if it is in the county court, or to the 


Supreme Court Judge, if it is in the oupreme Court. 
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BY MR. JOLLIFFS: 


Q I remember, lir. Magone, being once engaged 
in a civil case -- it was not a criminal case -- in 
Hamilton, and the presiding judge was Mr. Justice 
MacKay. It was in the dead of winter. 

As the court rose in the afternoon, obviously 
a very bad storm was beginning, so the judge adressed 
the jury, most of whom had come from outside the city 
of Hamilton. He said there was a bad storm coming up, 
and it might become much worse during the night, and 
he suggested to the jurors, ina friendly way, that they 
might be wise to stay in town overnight, unless they 
felt very certain they could get back in the morning. 

I suppose those jurors were in the position, 
if they went to a hotel, they would have to foot the 
bill themselves? 


A That is right, yes, out or their six dollars, 
BY WR, JANES: 


Q Would you have to have anybody with them? 


A Oh, no, they are supposed to look after 
themselves, 
Q The judge could not penalize them, if they 


could not get through, owing to the condition of the 
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roads? 
A No, I do not suppose so. But he could -- 
BY oR, JOLLIFFL: 


Q But the whole sittines could have been 
held up if one or to of the jurors had been stuck 


in the snow some place? 


A Yes. 

Q Are you satisfied with the present scale 
now? 

A Of six dollars? 

Q The one to which you have referred. 

A Are we speaking now of juries or witnesses? 


Q I am getting back to witnesses, 
A I think I am satisfied with the present scale 


of witness fees. 


@ You are not recommending any increase? 
A No. 
BY MR. HOUCK: 


@ And you are satisfied with the jurors! 
fees, too, are you? 
A I think it works out, on the whole. I think 
the last time it was changed from four dollars to 


six dollars, was only in the last five or six years. 
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low, with the automobiles, the jurors usually get home 


at night. 
BY «:R. JOLLIFFU: 


@ I agree with that. I think the problem is 
not so much -- 
A No, it is not. We do not get complaints, If 


there are any complaints now, we woulda hear about tiem. 
BY MR. HOUCh: 


w If the jury is locked up -- 


A He does not have to pay, then. 
BY MR. JaNEs: 


Q This farmer to which I referred, was ina 
devil of a mess; there was nobody at home to milk his 
cows, 


A I see, 


MR. JOLLIFFL: I think it imposes a heavy 
penalty on a farmer and wage-earner., it is a pretty 


stiff penalty. 


bR. GRUM ETT: Then again there is the question 


of a man coming from beyond the 100-mile limit. e have 
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that in the districts. For instance, the district of 
Cochrane, men will come from Hearst, which is 150 


miles from the courthouse, 


TH. “ITkiso: Yes, you do have problems up 
in the north country which are quite different from 
those in the southern part, but I think, ir. Grumiett, 
this new tariff is workin; out pretty well up there. 
There were many cawes of hardship before the tariff was 


enacted in 1949, 
BY lak. GRUMMLTT: 


Oh, yes, it was much more difficult at 
that time? 


A Yes, 
BY WR. DO'NER: 


~ There has’ been some complaint about the 
delay on the part of the justices of the. peace paying 


the fees. Can you explain that? 


A. In regard to the justices of the peace? 
Q Yes. 
A They collect their fees in indictable cases 


from the county, and they only get them once a quarter, 


after they are passed by the Board, 
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I have never heard of any particular complaint, 
because they knew when we appointed them, that they 
would be paid on a quarterly besis, after the account 
is audited. 

I have not heard any particular complaint 
from the J.P's. The complaint I have heard was that 


the J.P's were getting too much money. 
BY isR. JOLLIFFE: 


Q You do not hear any complaint from the 
J.P 's? 


A No. 
BY MR. GRUM LTT: 


Q They send in their accounts every quarter, 
and they are passed and paid, the same as coroners and 
other officials? 


A That is right, mr. Grummett. 
BY MR. JOLLIF FE: 


@ Who is complaining? The counties? 
A Yes, and some of the magistrates are com- 
plaining that the J.P's are making almost as much 
as they are. Also, the Mayors of some of the towns 


complain that the J.P's are making too much money. 


~3708- luagone 
iR. JO Nik: The magistrates are not doing so 


badly, in this province. 
iR. JiNuS: No, they are doing mighty well. 
BY iR. JOLLIFFE: 


Q Mr. liagone, there is one other point which 
is quite different from this one, and we did discuss 
it previously, in passing, but it is not quite the 
matter I a in mind. 

In some of the counties with the smaller 

oopulations, -- in fact, in many of them -- you have 
a crown attorney on a fee basis? 

A Yes. 

Q ' Now, under what circumstances does he move 
in and act as a crownattorney? For example, if the 
policeman in a town lays a charge, and the offence is 
a summary conviction offence, the policeman prosecutes, 


does he not? 


A The policeman prosecutes, yes. 

Q Not the crown attorney? 

A That is right. 

Q In the large cities, the crown attorney is 


the prosecutor? 


A I might clarify it in this way; under the Crown 
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Attorneys! Act, fhe crown attorney has the duty to 
over-see the administration of justice, and take part 
in any summary conviction case, where he thinks he 
should intervene. That is, under the Crown Attorneys 
Act. 

But usually what you suggest is so; he does 
not appear and the prosecution is taken by the town 


policeman. 
BY iR. GRUM ETT: 


Q And by the Provincial Police, too? 


A Yes. 
BY MR. JOLLIFFL: 


@ Or the Mounted Police? 


A Yes. 
BY MR. GRUMMETT: 


Q I have heard municipal police and provincial 
police bitterly complain about having to prosecute, AS 
you know, there is a great change in the personnel of 
the Provincial Police and the municipal police. wuite 
often young, inexperienced officers start in as 


volicemen. ‘Within a week, he may be required to 
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appear in court and take on the role of the crown 
attorney, and prosecute a case, 

These young policemen bitterly complain about 
the lack of oe a eer from the crown attorneys. The 
crown attorney may be quite correct in his failure to 
appear in these cases, but the police feel they are not 
being given the assistance they should. 

I have had many complaints during the past two 
or three years. 

A ir. Grummett, we have told our crown attorneys 
right across the province that they must appear in the 
more serious offences. ‘e have pointed out the cases, 
pach as careless driving, leaving the scene of an 
accident, taking an automobile without the owner's 
consent, under the Criminal Code, and drunk driving when 
prosecuted as a summary conviction offence, and we have 
told them to appear, and we provided a tariff for the 


payment of crown attorneys when they appear, in those 


circumstances, 
BY MR. JOLLIFFE: 


@ That includes careless driving? 
A Oh, yes, that includes careless driving. 


For the ordinary speeding case, we tell the 
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crown attorney he is not justified in appearing, 
because the magistrate has power in those cases to 
award counsel fees against the accused. 

If he fined him five dollars, and awarded a 
counsel fee of ten dollars for the crown attorney, as 
some of them might do, we would have a lot of complaints, 


that the costs were twice as much as the fines. 
BY i:R. GRUM ETT: 


Q Do you not think that should be abolished, 
where the crown attorney is paid a fee for appearing 
in cases of that kind? Why not require him, as crown 
attorney, alone to look after the administration of 
justice in his county or district? 

A I do not see why an accused in some cases 
should not be mulcted of a counsel fee. The limit is 
ten dollars. 

Q You know some magistrates would never award 
the crown attorney a counsel fee. 

A I know that some do. 

Q The crown attorney does not bother to mention 
it, because he knows the peettude of the magistrate. 

A On the other hand, there are a number of 


magistrates who do. 
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BY TR. JOLLIFFL: 


w It seems rather anomalous, where some do 


and some do not. 


LR. GRUMMETT: It places an additional burden 


on the crown attorney. 


VR. JOLLIFFi:. The crown attorney is the 
public prosecutor. 

A If he does not get it from the accused, he 
gets it from the province. 

Q Was it recently you sent out instructions with 
reference to careless driving and the other offences 
you mentioned? 

A No, it is three or four years ago. 

Q I am not disagreeing with it. It is entirely 
correct, and a step in the right direction, but it 
simply means if a crown attorney stays out of a 
careless driving charge, he would be disregarding 
those instructions, would he’ not? 

A That is so, yes. But he may stay out because 
the constable has not told him there is that kind of 
a case coming up before the magistrate. 

Q Oh, yes, I can see where that might happen. 


There is another aspect, of course, which 
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troubles me, and that is, it means in a smaller case, 
a man wight be prosecuted by a voliceman for some of 


these offences. 


wR. JANLS: He would have the magistrate to 


protect him. 
iR. GRUM ETT: No, it works the other way. 


THS WITNLSo: You know, in Toronto, br. 
Jolliffe, the traffic court is taken by a oolice 


inspector, apart from the careless driving cases. 
BY WR. GRUM ETT: 


yw In the small places, the policeman, who 
may not have much experience, has to prosecute, and 
he often haw to face defence counsel, which is not a 
fair break for the policeman. 
A Well, in speeding cases, what is the evidence? 
The evidence usually is that an automobile bearing 
license number so-and-so, was driven at fifty-five 


miles an hour on such-and-such a street. 
BY MR. JOLLIFFE: 


@ But there are others, are there not, tr. 


Magone? I-seem ta recall a case -- I think it was in 
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Galt, however it may have been some place else -- where 
I watched a young police officer prosecute a man, and 
it was not for sneeding. The crown attorney aat there, 
and took no part in it, and they ran up against a very 
. competent defence counsel. That is not fair to the 


young policeman, 


MR. GiUMuELTT: I have seen them time and again, 
where the young police officer was having trouble 
bringing out the evidence, and the crown attorney was 
not helping him, because it was not within his province. 

I know of acase two or three weeks ago where 
a very fine young officer laid a charge of impersonating 
a policeman against a man, who was recently dismissed 
as a municipal police officer, He had "the goods on 
him", but in the evidence he was not able to convince 
the magistrate, and the magistrate dismissed the case. 


The officer was quite bitter about it. 
BY iR. JOLLIFFE: 


te Ges Mee Gnks have you made any survey or 
estimate of what, if any, would be the additional 
cost of using full-time crown attorneys throughout 
the province? 


A: No, we have not. 
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LR. JaNLG: I think the suggestion was to have 


a travelling crown attorney. 


bik. JOLLIFF.: I do not know what the best 
arrangement would be, but obviously it is possible to 
have the work of a crown attorney run by a full-time 
man, on some sort of an arrangement, and ir. hagone 


would be the best person to find that way. 


THE \ ITN£ZSS: We have not made any survey to 


determine that, as yet. 


iR. JOLLIFFE: I realize your department is 
very busy, but do you not think it would be valuable 
to know what would be involved in a change of that 


kind. 
THE “-ITNESJ: It mi:ht be useful, yes. 
Br luk, GARUMiiTT: 


uw I believe that during. the term of this 
Committee, we may be visiting some of the towns and 
cities, and it might be possible to get the opinion 
of some of the crown attorneys in some of the smaller 
areas, to find out what they think of the situation. 
A Of course, there are some very competent 


crown attorneys, who are on fees, and would not welcome 
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the change at all. There are others, of course, who 
would. 

I do not think you would get much out of 
asking questions, except to find out who the individual 


is who wants the job, and who does not. 
BY MR. DO NER: 


w In some of these smaller towns, there is 


not enough work to keep them going. 


A No, Orangeville is a good example. 
Q and iialton is another? 
A Yes, 


BY MR. JOLLIFFL: 


w Conditions have changed a great deal since 
we first had crown attorneys in Ontario. It is now 
possible for a man to drive from place to place ina 
short time? 


A Oh, yes. 


MR. GRUMGTT: «a crown attorney could be in 
charge of a region, not specifically of a county alone, 
but he could act in a combination of three or four 


counties, 


WR. UO NOR: I can tell that, because I think 
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that the county of Simcoe is much too large for one 
crown attorney; on the other hand, the county of 


Dufferin is much too small. 


R. JOLLIFY 4: You had better not go into that 
into too much detail. after all, you are the member 


for that area. 
BY MR. JOLLIFFE: 


@® Our counties do not lend themselves too 
well to the regional administration of justice? 

A No. But there are other circumstances, I 
have found, If you recommend that the province might 
be formed into judicial districts for the purpose of 
the administration of justice, you are bound to run 


into a tremendous amount of local opposition, 


It might be worked out on that basis -- on 
paver. 
) The Provincial Police have had to do that. 
A They have done it. 
lg They do not pay too much attention to county 
lines? 
A No, but the same problem does not present 


itself. If you have a courthouse which would never 


‘be used again, if you formed an area like that, you 
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will have considerable opposition, I am afraid. 
wR. JOLLIFri: I have no more questions. 
BY MR. GRUMAETT;: 


Q Ihave one point I want to raise. I1 am 
not guite sure whether I raised it before with you, 

Mir. lagone. JI think I raised it with Inspector 
Stringer. That is the question of a central place of 
execution. 

My feeling, bir. Magone, is that it is not 
proper to have executions take place in the small 
county towns. It creates a aertain amount of distur- 
bance, and draws to the attention of the youngsters 
and others, the fact that an execution is about to 
take place. Do you not think it would be more satis- 
factory if we had all the executions in the province 
take place in acentral place, designated by the 
province for executions? 

A That question, Mr. Grummett, was raised before 
the Select Committee of the Legislature on the adminis- 
tration of Justice in 1941, and some evidence was given 
-- I forget by whom -- but the recommendation by the 
select committee at that time was against a central place. 


They felt, as I do, too, that there are reasons in 
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support of it, and there are reasons against it. 

I believe that Commissioner Stringer -- and I 
remember you mentioned this to me once out here in the 
hall -- Commissioner Stringer, I presume, would say that 
it was dangerous to move these convicted murderers from 
place to place, if you had a central place, such as at 
Kingston or Toronto, 

Then, on the other hand, if the parents or 
friends of the eovsanned man happened to live in, say, 
Kenora, they would have no last opportunity of seeing 
him. 

The other side of the picture, of course, is 
this; if you had a central place of execution, you 
would have better facilities for carrying out the 
sentence, 

Q You would have a permanently-constructed 
gallows? 


A Yes, 
BY MR. JANES; 


@®@ But the remains would belong to the family? 
A No. The Criminal Code provides they have to 
be buried in the jail yard, unless they get an Order- 
in-Council to deliver up the body for burial elsewhere, 


q That would involve a lot of expense, to take 
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-3'780- Magone 
a body back to henora from Toronto. 
i A That is one of the considerations which would 
have to be thought about, 
There is no doubt a central olace of execution 
would certainly be preferable from the standvoint of 
carrying out the sentence itself, Jut there are other 


considerations. 
BY IR. GRUD.ETT: 


y The only objection, as I see it, is the 
one referred to by you, that the relatives might not 
have the opportunity of visiting the condemned, but, 
on the other, we have the excitement and the attention 
drawn to the fact that an execution is taking place in 
a small county town, which is not for the good of the 


community, I think. 


MR. JANio: yuite recently they had one, and the 
people crowded up on the top of a house before daylight, 


to see it. They did not.want to miss it. 


THs ITNGs5: It is only 120 years since they 
had public executions. 

I think that is the system they have in most 
of the states of the union, where they have a central 


place for electrocutions. 
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BY MR. GRUMMETT: 


@ Yes, and I was wondering how it worked out 
there, 
A I think it works all right. The evidence 
given in 1941 is available, and the report is printed. 


I have a copy in my office. 
MR. GRUMMETT: I would like to see it. 


MR. HOUCK: If Mr. Grummett is finished, I 
move we adjourn until ten-thirty o'clock to-morrow 


morning, 

MR. DOWNER: I second the motion, 
---The witness retired. 

Motion agreed to, 


---The further proceedings of this Committee adjourned 
at 4.05 p.m., until Wednesday, October 3rd, 1951, 


at 10,30 o'clock a.m, 
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OM Mie li he: ate ey ib Tk DA X 


Toronto, Ontario 
Wednesday, October, 3, 1951 
20:90 -o'Clock,.a.m. 


The further proceedings of this Committee re- 
convened, pursuant to adjournment. 
All parties present 


Same appearances as heretofore noted 


eee 


THE CHAIRMAN; Gentlemen, shell we proceedf 

MR. JOLLIZ- FE: Just before we take the witness, 
may I ask, Mr. Chairman, whether you have had any oppor- 
tunity to make any enquiry of the Foreign E.change Con- 
trol Board regarding this matter of remittances, between 
Canada and. the United States, 

| - THE CHAIRMAN: Has anything been done about 

that? 

THE SECRETARY: It was discussed at several 
sittings ago, and I think at that time it was left with 


the Chairman. 
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THE CHAIRMAN: Was it me who was to do mome@= 
thing about it, 

MR. JOLLIFFE: Yes, we reposed great confidence 
in you, Mr. Chairman. 

THE CHAIRMAN: Perhaps I did something yc it 
If I have been remiss in any respect, I will apologize 

MR. JOLLIFFE: If you check the transcript, I 
think you will find the understanding was you were to 
ascertain from the Board whether they hed any statistics 
which would be helpful to us. 
| THE CHAIRMAN: I have a vague recollection that 
something was done, ‘“hether it was done by the Secur- 
ities Commission or not, I do not Know. 

MR. JOLLITFE: I think you gave the undertaking - 

THE CHAIRMAN: The undertaking, if made, will be 
carried out, and if you say it was made, there is no doubt 
it was. 

MR. JOLLI'FE: We thought if the Board 4s ap- 
proached by the Attorney-General of Ontario, they would - 
no doubt be willing to assist, so far as it was in their 
powér to do so, 

THE CHAIRMAN: Are we ready now to proceed? 


MR. JOLLIFFE;: Yes 





mA ‘ . fl \ - 
‘ 




















SeTITLUo ae 
-irareLsdo a wal 
bP tsode gikifemae tft f sg etred Mau ao SET : 


* i. 


nanebd toe dnsag Dedogey gy), eek) 


' i af 
ss’noloca Lity T-(do snes cuts at! faites need on 
yf a 


l .golasese pr’ 4ad¢ aeats wen, rs MEHL IOt fh 


j view woy gew aulbiadeesbaw ‘ond anit titw YOY 2 
A ke 1? Ie! WA hb : y or a ¥ at excl ‘a Oy rane sé ayes cantasage 


a aes ae iseaten ta -omvow dol tiiw 


a 


dy golioanilose’ ougay, Bova Wabi Mlb Rae fice 


we eegpaly, if it a ¥ i: ee thease vaoe oy BS die mead 4 yang ‘ei 

| ar on Le 

word Jon Ob T 4dr te: wists Lai, wate 

“ : Lan . ; i 

“0 HS TS fw BH: oves Lee aiphteet pa bes oat Ube 





t Dope , obahbe iviiag ee bay a os SRL Pers tear Ms ere 
uote er oh ateay bia ww oh eee a ee ae «bie, vebe 
a ae en ee ae Tee ee rk or foe ee: 


“en se Biede tae Si taseds si svn ae 

« btaow ted oF setae To {stent soya yaad Wt 
badd wi Sewer os utter | sebeen cs ‘hitty et 

h ns : 7 Pee ope or u ot ee es a 


i . cis 
sac BOY a ‘ aes = ow 
ba - 2 ae Vad . iy yee | 


3784 | Cadesky 


THE CHAIRMAN: We have with us this morning, 


Mr. Louts Cadesky; 


LOUIS CADESKY 
A witness being called and duly sworn, testifies as 
follows: 
BY THE CHAIRMAN: 
Q Now, Mr Cadesky, perhaps I should intimate 
what the reason wes for asking you to appear to-day 


You have voluntarily come at our invitation. 


A Yes 
Q We thought we might be able to find out from 
you certain matters. We have had some evidence here 


about promoters, and so-called "middle-men" in the 
brokerage business, and in the business of distributing 
stock, men who are not licensed broker-dealers, but who 
played some part in the transaction in one way or another, 
and we wanted to get some first-hand evidence from some- 
bods who was involved in this sort of busimss as to 
what ae functions are of the middle-men, or promoters, 
or whatever you waht to call them. There may be different 
kinds of deals about which you could perhaps enlighten us. 
I understand you have had considerable experience 
in financing properties and companies, and you might be 


able to give us some assistance in telling us what you 
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know about the promotions of mining companies, and what 
function a. promoter plays, in relation to the broker- 
dealer, and everybody else concerned, 
I believe you have been interested in a number 


of companies? 


A Several companies 

Q Mostly mining? 

A All mining 

Q I do not want to go too far into any personal 


business of yours, as I do not think that is the object 
of the enquiry, except that you might want to illustrate 
through some activity of your own, but if you care to do 
so, we would like to hear about two or three of your 
ventures, to see how they worked out, and what happened, 
and what your position was in the transaction. 

A I would be elad to give you my own personal 
experience. 

I was a broker about fifteen years, prior to my 
going into the promotion business, so I have experience 
on both sides. 

I was continuously rc broker for fifteen years, 
from 1934 to 1948, Then I sold my business and went into 
the promotion business, 


Q What do you mean by the "promotion business"? 
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A My function was to acquire properties, stake 
properties, and develop them, -- anything pertaining to 
mining. That is my business, 

I have been staking, or have caused to be staked, 
and purchased pronerties, and have done ie aes them, 
and maintained an engineering staff, I have grub-staked 
prospectors, and so on and so forth 

BY MY HOUCK: 

Q Tuat is the general means you employ in acquir- 
ing a mining property? 
A That is right. 

BY THE CHAIRMAN: 

Q Iii other words, you have to have capital, or 
money from’ some source , to carry a property up to the 
stage where it can be distributed to the public, Is 
that what.it amounts to, 

A In most every case I have used my own capital 
in securing properties and developing them into 
companies. In many cases I sold properties to other 
mining acne In many cases I have sold properties 
to other promoters, In other cases I aye mevelhped 
them to the stage where I Sa formed a Sere for the 
fincancing of then. | 

I helieve I have been responsible for the re- 


vival of Cobalt Camp. 
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Q Would you care to illustrate on that a little 
bit? 
A ' Inu 1943 I created what we call the "Silanco" 


Mining and Refining Company. 

I accumulated approximately thirty properties 
into the company, and purchased a zoing concern -- a 
mill. We were an operating company at that time, and 
I purchased it, and since then I was responsible for 
bringing in another producer called "Cobalt Lode", 
which is paying dividends to-day. 
Q Ho. long ago did you start to work on that? 
A A little over a year ago. It will earn approx- 


~ 


imately six hundred? thousand dollars this year. 
a) Was that an old property, 
A It was an old property we revived. 

Since then we are in the process of having a 
five hundred-ton mill cetting into operation hy next 
month, to re-do all the tailings which were left there, 
Q That is, in the Cobalt Lode? 

A ' No, it is new property. A 500-ton mill will 
be in operation in November, 

Q That is to get the remnants of ore out? 

A In one spot we have over six million ounces 


of silver. We also have the popperty we will work, 


after a mill is designed, so we can work on the property, 
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after we strike the-tailings, and get them out 
I am also responsible for, and will be bringing 
in, one of the -- probably the first base metal mine in 


Ontario, in the Cobalt Camp. 


Q Base metals? 
A Yes. 
Q What sort of metal? 


A Lead, zine, copper, cobalt and silwer, 

“e have at the present time, starting in July, 
and up to the present time, indicated 750 feet of length, 
600 feet of depth, and are now getting ready to stake a 
three-compartment shaft down to 600 feet, and expect to 
have the mill in operation. I am rather proud of that. 

With that, I think it will change the whole 
Cobalt Camp. 


BY MR. JOLLIFFE; 


Q What is the name of that? 

A Tie Penn Cobalt. 

Q That is P-E-N-N? 

A Yes. Our engineers have told us we are now 


prepared for a 300-ton mill, and we are making arrange- 
ments to that effect. Finances are being arranged for 
full production, | 

There are others in the camp, and I expect they 


will come in good, 
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3789 Cadesky 


I have been responsible for creating a smelter 
in the camp. We have not had too good luck up to this 
time, because we had an act of God, and had a fire, 
just about the time we were ready to take the kinks out 
of it, and were ready to ship metal to the United States 
Government, which we had a large contract for 

U» to that time, Cobalt could not operate 
profitably Trey had no smelter. They had to produce 
their cobalt, and were getting nothing for silver up to 
fifty ounces. They got nothing for any other by-products 
of cobalt; they got nothing for nickel. So the Cobalt 
Cump was not a profitable proposition. 

We then decided that a smelter was the ohly thing 
to revive the Cobalt Camp. I went and sold Silanco with 


the idea of protecting the camp 


Q Did Siianco put in a smelter? 

A Tae 

Q Tnat was the one which burned down { 
h Yes; Silanco did put a smelter up, 


Unfortunately, we ran into difficulties. Our 
contractors were well under their estimates, and I nee 
given the company bL,200,000 and had made preparétion to 
4it the smelter at the time, by doing a lot of develop- 
ment work, and getting it to the stage where the smelter 


could be fed. 
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We were not getting anywhere with the contrac- 
tors we had, and we had then spent 680,000, and we 
Ivers not half-finished: O7s smelter was supposed to be 
finished by the first of Au~ust, and here we were in 
February, and we had to spend 680,000, and we felt we 
had a bad deal. ‘ve had to try and break the contract 
for some reason or other. 

Over a period of time we wyentually made a 
settlement with the contractor. In the meantime, they 
stopped our financing while these negotiations were 
going on, and we got into difficulties, and I \cnt to 
the rescue of the company, and gave them approximately 
5300,000, to put them back into shape again. 

We started off earning again, ana we found 
that the smelter was a bigger proposition than we had 
anticipated, and it was going to require an awful lot 
more money. 

so [ on the company and made a separate 
company out of the smelter, and iene ahead and finished 
the smelter. 

I had then given the company avproximately 
6675,000, to finish the mill, which had Reed done. We 


had finished the mill. 
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We had s contract with the Government of the 


United States for approximately $45,000,000 for all our 


output. 

Q For approximately what? 

A For approximately 445,000,000. 

Q Was that for the purchase of Cobait? 

A Yes We ned a five-years't coutruct for all 


the production. 

We then went ahead, and were ready to do our 
shipping, and we were just getting the "pugs" out of 
our metal, which is quite a technical situation in the 
Cobalt, and the fire came along, and we were more or 
less wiped out. 

The company again got into difficulties, and 
again myself and my friends came to the rescue, and we 
got the company again in good standing. 

We were then offered a loan from the United 
States Government -- a substantial loan, running into 
millions of dollars -- when an embargo was put on all 
our cobalt, and it was shut off, and we could not ook 


it out. 
BY MR. JOLLITFE: 


Q Who put on the embargo? 


A The Dominion Government. Again we were stymied. 
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BY THE CHAIRMAN: 
Q When was that embargo put on? 
A About six or eight or nine months ago. 

We bitterly complained, and eventually the 
price of cobalt came up -- well, 1 am a little ahead of 
my story. But we could not do anything. 

So we had to negotiate further financing to 
finish the smelter, and we expect to get it. Asa 
matter of fact, there is a group going up this week-end, 
and we anticipate they will put up at least one million 
dollars to finish the job. 

0, Is that a public issue? 


A It has been a public issue. 


BY MR. JOLLIFFE; 
Q This is'the Silanco, you are describing? 


A Yes, 


BY THE CHAIRMAN; 
Q That gives us some idea of the matter. There 
may be members of this Sound bee who might have other 
questions to ask as to some of your activities in that 
way. 
Be If I might go further -- 


Q Surely, go ahead I do not want to stop you. 
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A -I operated quite a lot in the Yukon, and I 
dealt with what is called "Mackeno" and “"Yukeno", -~ 
Q These gentlemen of the Press may want to buy 
some of this stock, and you should speak so they can 
hear you. 
A I am not selling it. I am out of it, so I am 
not here to give myself a "plug". 

| The companies -=- one is selling at 42.00 4 share, 
and the other around .1.70 . These stocks, to which I 
referred previously -- 
Q These two enterprises were the Mackeno and the 
Yukeno, and in those cases you were the promoter ,? 
| es Yes, I staked a lot of ground. 
Q The same sort of thing you described in connec- 
tion with Silanco? 
A Yes, I sold properties to other companies 
listed on the Exchange to-day, and they are Haine very 
- well. I have a lot of properties I do not intend to 
sell. Some of them are not worth selling. That is the 
other part of the business. We do not win with every 
one. We take the best we have, and those I do not think 
are good enough, do not go into a company. That is part 
of my promotional experience. 
Q Now, Mr. Cadesky, you have described the activ- 


w 


ities of yourself as a promoter in this province} 
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A Yes 
Q Perhaps you will go a little further, and just 
outline what happens when you get to the point where 


you want to make a distribution to the public? 


BY MR. HOUCK: 
Q May I ask you, before you answer that question; 
the companies you have promoted in recent years -~ sey 
in bhe last five or eight years -- have the develop- 
ments taken place at all those properties? 
A The ones I mentioned, yes. In the others, the 
public was not in. I have been in them personally, 


and have spent my own money. 


BY THE CHAIRMAN: 


Q They never got to the stage of public distribu- 
tion? 
A I did not think they were worth it, so I just 


dropped them. Sometimes we give them back, and at 


other times, we just fozget about them. 


BY MR. HOUCK: 
Q As I understand it, Mr. Cadesky, you promoted 
the companies for the properties you have staked and 


invested inf 
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A I have not. I sold some to other companies, 


and they are promoting them. 


BY THE CHAIRMAN; 
Q Or you may have a number of claims with which 
you have never proceeded? 
A Hundreds of them, I have properties all across 
Canada, and until such time as I do sufficient work to 
feel that it warrants offering to somebody, I just 
leave them alone. 
Q Then perhaps we can get into the next stage, 
and the question I asked you was about the next step 
in tmese promotions, when you get to public distribution? 
A Usually I form a company with, usually, a 
capitalization of three million shares. I take my ven- 
dors' position for the amount of money I have put in, 
and for the work I have done, and try to find a broker- 
dealer who will handle the issue, or handle the under- 
writing. I then make a deal with the under-writer, and 


he carries on the financing from there. 


BY MR. HOUCK: 
a) Do you think, Mr. Cadesky, along that line, 
that the spread between the price to the public for 
shares in the mining company, and the prices paid to 


the treasury, are out of line? 
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Rete I do not think so. 

It takes a lot of money to sell your product. 
Mining is no different fhan any other business, It may 
be a little high for those who have a clientele, but 
those who have to go out and create a clientele, their 
costs are pretty expensive. 

I might say that with the price spreads of the 
broker-dealers, I cannot find where they are making too 
much money, because many of them do not have too much 
money. 

Q You were formerly a member of the Broker- 

- Dealers& Association? 

A I was formerly a member of the Board of Governors 
There are different cases, There are some cases where 

a broker has an established clientele, where he does not 

have to spend too much money, and I would say he is mak- 

ing a profit, and a good one. 

But where a new issue comes out, and the broker 
has to develop that, and pay for the publicity in order 
to create interest, I think he is not getting too much 


That has been my experience in my own business, 


BY MR. HOUCK: 
Q Judging from your own experience, would you say 


that in the promotion of mining properties, you profited 
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by that? 
A I do not quite understand your question. 
Q Through your promotion of mining properties, 


you have made a profit? 

A I could not exist and carry oh my business 
without making a profit some place. I may make a pro- 
fit on one, and lose on another. Ido not make a profit 


all the time. 


Q There are promoters whe kate "lost their 
shirts", 
A There are promoters and promoters. Hvery 


businessman is doing the same thing. Some can carry 


on their business, and others are not successful. 


BY THE CHAIRMAN: 
Q But a number of companies you heave turned out, 
have turned out reasonably well? 
A I have not suffered from the ones which were 
successful. I have suffered from the ones which were 
not. | 
Q You have been connected with a number of suc- 
cessful companies? 
A I think I have. I am proud of my achievements. 
MR. HOUCK: You have had experience, have you 


not in the brokerage business? 
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A Yes, I was in the north country at one time 
in my life. I used to be in the fur Bre renee Bae 
most of the trappers were prospectors, and in the 
summertime, when business was slack, I went out and 
played around a little with prospecting, and acquired 
a liking for it. That is why I gave up my brokerage 
business. I did not think I could do justice to both. 


I liked this other business better, so I stayed with 


that. 
4) Would you be in favour of licensing promoters 
A That is a matter of policy. JI would not like 


to comment on that. Ido not care one way or the other, 
It just does not make any difference to me. 

No promoter can sell an issue Without it 
being scrutinized by the Ontario Securities Commission, 
so it does not make much difference. It still has to 
go through the Ontario Securities Commission. They 
scrutinize the deal, and if they think it does not war- 


rant a public issue, they just do not qualify Ltt 


BY THE CHAIRMAN: 
Q We recall something about the Commissioner 
telling us about certain middle-men, which I do not 
think has been fully developed, from what we heard, 


namely, that he was talking of something a little 
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different from yourself? 

A Oh, yes. 

Q There are certain middle-men who have entered 

into these transactions, who do not seem to be perform- 

ing any service at all, and some policy has been adopted 

cutting down their profits to a comparatively small sum 
Can you throw any light on that statement? 

A I do not know wbout that. I do not class my- 

self as a "middle-man", because, in vractivally every 

case, I am a principal. But I think he was more or less 

referring to agents, what you might cahkl an "agent", 

rather than a "middle-man". 

Q There are so many names used. 

A Yes I do not know how you might evaluate a 

man's.services; that is between the men who buy and 

sell. A man wants to sell something, and wants a cer~- 

tain amount of money; I either give it to him, or I do 

not. 

a It depends sth whether you think it is a good 

business deal? 

A —'¥Yes. 2 do not, have te take the deal, if I do 

not think it is a good one. 

Q When you want to distribute the shares to the 


public, you deal directly with some broker-dealer? 
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a Yes, Ido. In my particular case, I am the 
vendor, and my name is on the prospectus fe ees case, 
and I an satisfied to play along with the vendor's 
position. 

Therefore, I try to get a direst under-writing 
from a broker-dealer to the company, and there is no 
commission in between. That gives them more responsib- 
Llity. 

Q You do not make any commission on your sales of 


the properties? 


A No. 
Q You have your vendor’s stock? 
A I have my vendor's stock, and I hope to make 


good with it. 
If the company makes good in the long run -- 
I make good with it. 
2 And the stock is released gradually from escrow, 


and that is where you make your profit? 


A That is where I hope to make my profit. 

Q You might make a gweat deal, and you might make 
nothing? | | 

A That is right. 

Q And that is the situation? 

A Yes, and in the long run, if I am careful in 


selecting my properties, I will do all right. 
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BY MR. JOLLIFFE: 

Q Mr. Cadesky, this matter came to aus bbten- 
tion on one occasion in connection with a case dealt 
with by the Securities Commission, back in 1949, when 
the Securities Commission found that the middle-man,-- 
some person by the name of Brown -- had made a large 
profit for performing what did not appear to be any 
services at all. In that case -- the case of Young 
Company +- the license was cancelled on that sround, 


and on other grounds. 


THE CHAIRMAN: : Is that a case in which Mr. 


Cadesky was involved 


MR. JOLLIFFE: No. I do not think Mr Cadesky 
was involved, as far as I know, at all. I raise it, 
because he may be able to throw some light on the 
practice of the middle-men. 

Mr. Lennox told us that under a ruling of the 
Commission, it is no longer possible for the middle-man 
to make such a profit. 

Mr, Lennox also told us that since the Com- 
mission's ruling, the middle~man or sub-under-writer, 
or sub-optionee, is not permitted to make a profit of 
more than one-half cent per share, but the middle-men 


still appear in the picture, perhaps not withyour 
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companies, but in some, We have not been able to find 


out why they eppear 


MR, JANES: I think the Commissioner said 
something about the middle-men being useful in connec- 


tion with taxes. 


MR. JOLLIFFE: He said there was a time when 
they seemed to be useful for tax reasons, but he 
thought the situation had changed, and that the tax 
law had been changed, so they were no longer useful in 
that way. 

I noticed there were some recent promotions -- 
possibly not yours -- in which there was still a middle- 
man, and it is not apparent why he is there. 

A I do not know that I could give you any light 
on that. They may have their own reasons. I think in 
every case, the circumstances of the situation may have 
some bearing on it. Personally, I hae no reason for 


using middle-men. I see no useful purpose 


BY MR. JANES; 
Q We cannot see it, either. 
A In my own business, I usually sell my deal to 
a broker who wants it, and if he wants it, he will 


pu@ it off me, or off anybody else. 
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BY MR. JOLLIFFE:' 

Q Let me put this case to you; Pa etna abies 
a so-called “option agreement", or under-writing agree- 
ment, and the optionee makes another option with a 
sub-optionee, there is still the transfer tax payable 
on those sales? 

A That is true. 

Q What we do not understand, is why anybody 
would want to use an under-writer? 

A I cannot understand it; unless they have some 
reason I do not know anything about. I cannot see any 
reason. 

Q | Can you suggest any reason, from your know- 
ledge of the business? 

A I benant as what the motive is, unless he 
has a reason I have not heard of. 

I can see only one thing; and that is this; 
if a man likes a certain deal, and rather than have 
him get away from it -- or, I should say, have the deal 
get away from him -- he may want to invest some money 
in the thing to keep it alive. He may put some money 
into the treasury, and say, "I will keep this until I 
find a proper place for it, and then I will sell it." 
To some, I would say it is a matter of how much 


he can make on the deal. He is entitles to what he can 
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get. 
| BY THE CHAIRMAN; 
Q In order to keep the deal, he would take an 
option? 
A res. 


And there may be other companies, which are hard 
up for finances, and a man sees perhaps a good situation 
and he may put up a few thousand dollars to keep the 
company alive, and he would take the deal with the hope 


that he could sell, and get a profit from somebody else, 


Q By taking the deal, he would take the option? 

A Yes, 

Q He may not be a broker-dealer at all? 

A He would not have to be. 

Q But when it comes to the point of finding some- 


body to distribute it to the public —- 
A He would have to sell it through a broker-dealer. 


He could sell his option at some price 


& 


A He would not have to sell his option. He could 
sell an option on the shares, or give himself an under- 
writing, depending on the value of the shares, and the 
value of the property. 

I have known cases, when I was with the Broker- 


dealers, where we gave a ceiling on the stock, on a 
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meets of three for one, and pérhaps under BERaY Kine 
cumstances, I do not think we gave him that. 

In a few days there was an automatic market. 
They hit oil, and there was a street market, and there 
were many, many shares called at much higher prices 
than the ceiling. The broker cannot sell it, because 
he had the ceiling at a certain price. We allowed him 
to sell at the market price, provided it was a natural 
market, and was not a fictitious market. The broker-~ 
dealers investigated, and found it was not a ficti- 
tious market, that it was a demand market, and we could 
not stop him from selling it. We could not help it. 
People were demanding the stock. What could we do? 
Could we say, "We cannot sell you at that price, but we 


will sell for less?" 


BY MR. JOLLIFFE; 


Q But the amount which went to the company was the 


same? 
A Yes. But most of the stock which was traded, 


was not stock sold by himself. It was traded outside 
on the street. 

When you get a demand market, it is not stock 
miten is traded out of your box; it is stock traded on 


the street, which had sold, so you do not benefit from it 
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Q You were one of the original members of the 


Board of Governors? 


A Yes, I was. 
Q And you ceased to be a member at what time? 
A I ceased to be a member when: I sold my business, 


I then automatically was not a member of the broker- 
dealers. I had to be a. broker in order to be a member 


of the broker-dealers. I automatically resigned at 


the time. 
Q Would that be in 1949? 
A I think so, approximately 
Q Since then you have been a promoter? 
A Strictly a promoter. 
Q Do you recall how many companies you promoted 


since that time? 
A I think six or seven; approximately that. 
Q And in how many cases have there been public 


offerings of the stock? 


A I think in about five or six. 

Q These public offerings, of course, were made by 
broker-dealers? 

OA By broker-dealers. Some of them to-day are 


listed on the Exchange. 
hat Yes. I understand that. 


A Yes. 
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Q. Is it the practice for these issues to be sponsored 
by one broker-dealer, Or & group of broker=dealers? 

hs Not necessarily, 4 roup of brokers may all take 
@ little piece of it, and it helps distribution. That 
is done quite often. 

Q- Do you happen to know, Mr. Cadesky, how much 
money has been raised from the public altogether in 
tuese promotions for which you have been responsible 
since 1949? 

A. I cannot tell, without going into the brokers 
and asking them what their records show. 

Q, Weuld you then know how much of it was Canadian 
money, and how much of it was foreisn money? 

A. I cannot tell you that either, without going 
into their books, I cannot go into their books and ask 
them how they got thé money in, That is not part of my 
deal, 

BY MR. HOUCi: . 
Q. What general means do you employ, Mr. Cadesky, 
when you are acquiring a mining property? 

pe I either stake them on the recommendation of my 
engineers, or I look into the ground, and look into the 
geological condition of the camp, and look into what 
ovhers are doing. \ie have scouts all around the country. 


if a district looks as if it had good seological conditions, 
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and has possibilities, we stake it first, and then look 


after it, and co to work to see what is on it. 
Qe Have you ever taken up any property, which has 
been referred to here as “moose pastures"? 


Bi I Go not take on @ "moose pasture", unless there 


is some reason for taking it on. 


BY TH CHATRMAN : 
Q. You do not take on @ "moose basture’, unless 
there is some reason for taking it on‘ 
A, Tnere may be geological conditions which arise 
which have not been explored. There are many reasons 
for taking on & property. 
Q. By & ‘moose pasture", I sujpose you mean a 


property which has no development? 


7 That is right. 

Q. It just has some geolosical shoving? 

be Yes, 

Q. All properties began as ‘moose pestures" at 


some time? 


A. There never has been any one different. 


BY MR. GRUMIETT: 
Q@. Some reach the promotional stage, and some 
do not, 


A. More properties never got to the promotional 


stage, because they did not warrant it. 
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_BY MR. JOLLIFF2: 
Q. Mr, Cadesky, I understand your answer to be 


that in recent years you have been no longer concerned 


with public offerinss? That job is done by the broker- 


dealers? 
L, That is true. 
om On the other hand, you do hold some views, do 


you not, about where and how that money is raised, 
because of your knowledge of the business’ Ycu know 4 
good deal about financing minins companies? 

A; I think I have a fairly good knowledze, 

Q. Wnaat do you Chink would be the result, if it 
were no longer possible for broker-deelei's in Ontario 
to solicit business in the United States? 

A. The basis is more or l ss this; you have @ 
larse field which is speculative, and it takes money to 
make mines, and it tekes gamblers on a mining prospect, 
and there are a lot of people who want to gamble, and 
who will gamble, 

Qe Are there not any gamblers in Canada? 

A. Of course there are, but we have a laree country, 
and this country has never been explored. ‘The surface 
has never been scratched, There are many, many more 


mines to come, and we have to develop then. 


Q. I take it from what you say that you think 
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the most part of the money for mining development comes 
from the United States? 

Ae A portion of it. I would not say a "large 
portion", I think a good portion of it. I think our 
Cenedian people do a lot of gambling, as much as they 
can, the boys would ganble, in the state they are in. 

Q. You express the opinion that if the broker- 
dealer cannot solicit in the United States, the mining 
business would be "shot"? 

Ae No, there would not be sufficient money to 


develop the prospects in the offing to-day. 


BY TH CHAIRMAN: 

Q. it is not a question of how much money is 
in the country; it is a question of how much they want 
to gamble with, 

A, The average person who gambles in a property 
does not gamble too much money. They gamble a little 
here and a little there, 

Q. I suppose that is why it costs so much? 


A, That is true, 


BY Mi. JANGS: 
Q. Yov spoke about “noose pastures"; do you 
put your own money in them? 


A. I put my own money in them, yes. 
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Q. You prove them first. 

A, 1 »srove them on my engineer's recommendations, 
and prove them up to certain point, Nobody will tell 
you that you have a iiine, but they will tell you that 
if you spend so much money, you will prove it up to a 


certain point, 


BY MR. GRUMMETT: 
Q. By “proving it up", you mean fencing, 


ditching, and diamond drilling? 


ae Yes, 
Q. You do di: itond drilling on your own? 
A, Yes, I will give you an instance. If we 


spend fifty thousand dollars, we will prove whether this 
vein carries the depth, or this vein carries the length, 
or whether it will not. ‘We do not start on a piece of 
ground without having some showing. In other words, 


you do not go into a backyard and expect to find a mine, 


BY MR. JANES: 
Q. You prove the property far enough to show 
you have faith in it, before you promote it? 
2 Yes, If my engineers have sufficient faith in 


it to warrant spending the money. 


BY MR. JOLLIF. 3: 


Q. I will return to my former question again. 
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One method is for a broker-dealer to send out a large 
amount of literature to the United States and Ccnada -- 
as far as American money is concerned, it is going to 
the States -- and to canvass these people and solicit 
them in the usual way and, as you say, get in money in 


small amounts from @ number of people. 


a Tnat is right. The cverage person, then, is 
not hurt. 
Qe Well, apart from that point, you agree that 


is one method which is in effect? 

A. Yes. 

Q. Now, have there not been other methods of 
bringing American money into Canadian mining development? 

A. Well, not in the early stages. I think you 
will find you can get money from the States after you 
develop a property, and they feel it will be a 
producer. 

Qe Is that abgoluteiy correct? Have there not 
been substantial Anerican investors in properties which 
are still in the specul:tive stage? 

A. Not to my knowledge. You have to solicit 
them regardless. Trere have been Anierican companies 
which are investigating a ground in different places, 
but an individual has not come up with any sum of 


money that I know of, unless the venture is being 







=o 7 
7 aa it _ 
te oa : a0 






Ries RE : it) 


eirehat | a ote ausk 





wee 


Se me 


etalon THO Hee 9 cae res not 0 at 7% ake eitba at a 


























ae Snir Ceres es fei ae ne - 
7 ne aharied Snasaeters hevTao ode oo otra i 1 sins aa 
_ bg » Mshte seth: raab CN 7 , sf ee y 7 : 
. Ae ee hi.) Powter sto) 5 t VOOR. haels Syl. 2m. 0%) eB) : 





: ‘fleblos faa elaeed seon? sone rf bas, ETRE oft é, 


4? wetetctk Sapo vad Tey “aa (Bas al isu Megs, eS mei mag 








. yaoi doee te edn ah = Hoes S2Asoas Ciane a 
ms ei “7 
a Sah 
. Tes Sjete? weaieavs get a4 bekes Sad Jonnie Se 
oe ae x 7 Ma v 
oe x 
‘ tp iN dl 
‘A . ; mee 7 
if geeme voy ¢0f0d JAR! mews Elta (ates Baa : 
afl dscaw boston eft mad 
iy ea Sa ae 
i 
lm é id : 
ue ia j ms 
: Be dine Babes ieee 
to ebadvaw. Taio. teed fom ated’. Voc yo. es, eo . 
, gE oly gee bch : - ; 
Pre miter of mo hit ist -naleees® ofet “ene: TG Pe, A pa taaiad 
net Cr ER : ei eon 
=s : ° is y che 
F | er Ma? P F ; ; . ite a : 
u SoU eT aera Ro Bs +e 4 riTee ality tk gar . if iv : xi \) 
<iahe ee pa ; Ain ak. Ve at 7 
pov aha eegaes ai metD yeco Peay Geo aay pot tty” & 
rac i ye E e a; mm 
¢ of LL tw FD dost Yee baa gaapqorg & vofanee: 
7 _ - 
requ batg 
cured) Gy. fi 2 
ee at ae Pinas cay r oz S a : Pe ; 
JON Sapte, Soa TITS SLOG vigtuloedte Taney Be ee ee : 
wae ary > - at Sl - E . i, A 
oe ave rey e oe 3 Hee i 
. Ay tives ate penn Sica al ey ep'ay tty vil asg..tee stephen 
p28 PR tI VIP be 
ce i 


Sage Su Ts. tupe ye, il at are * 
| yeaa By 






rea 


ttohlos, ot. eved Gor onsen a of #h = 
| ac ol Sir : 


7 7 rt $35 max Sai ee ae sree Ase ® ri sah ae tee i. ~ is 
ce 5 


rca 


seus f x tee pee wom) #3 vent é do aitWe 







to ws oH 


anesd ae 


_ 
. 


‘¢ 
- 


‘3813 Cadesky 


promoted. You have to sell them the idea. 


BY MR. JANES: 
Q. Well, Mr. C:desky, is your method followed 
by most of the promoters, to prove a property before 


you promote it? 


A. By a «ood many. 
Qs Ard you say it is customary amongst them? 
A, I it ink that is the custom of a promoter who 


is sincere behind his work. 

We Anc the question immediately follows, then, 
is it customary for them to be “sincere behind their 
work"? 

Le I think it is. I think the average person 
wants to be successful. I co not think they want to 
sell just ground, I think everybody wmts to do a 


good job, I co not know of anybody who does not. 


BY MR. HOUCK: 
Q@. H ve you had any difficulty with having 
your issu¢s proved by the Securities Cc ivission? 


Ae No, I ‘wave not, 


Q@. You are aware, of course, that some of 
‘your issues have been sold in the United States? 


A. Tney may have. 
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Q. Avd were there any fraud order or fictitious 
orders ever issued against a broker-dealer who solicited 
in the Urited States? 

A. I co not know of any issue that has had a 


fraud order, or any person who has handled my issues 


who has had a fraud order. 


Qe Ave you interested in the Coisolidated Yukeno? 
he Ye::, I om interested in the Consolidated Yukeno. 
Qe In the case of the Corsolidated Yukeno, there 


is a fraud order against at least one Toronto dealer? 
I noticed it just a moment ago. 
Are you interested in Coi.solidated Astoria? 

A. No, 

Q, Tacre 6re companies named in the ssid action, 
namely, the Cobalt Lode Silver Mines Limited, the 
Yukeno Lode Silver ‘ilnes Limited anc the Cobalt Chemical 
and Refinery Company Limited, of New York, ‘/isconsin, 
California and Ohio, That apparently resulted from 
solicitation by Junior Gold Securities eieor kt on 
Limited. Do you recall that? 

Ay They sell them, but I am pretty sure that 
while Junior Golds was operating, they never had an 
order. 

Ge Rese tO 7 Sus 


A. When it was operating, they never had an order, 
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_ or it would have come to our office. These men came 
along after they stopped selling. 

Qo, Junior Golds was cancelled by the Ontario 
Securities Commission? 

A. That is right. 

Qe ind I take it, considerable money was raised 
before the cancellation? 

A. I would think so, because the company had no 


knowledge of it. 


Q. The money did reach the treasuries of these 
companies? 


A. Definitely so. 


BY MR. JANIS: 
Q. While you were in the brokerage business, 
aid you ever have a fraud order against you? 


A. No. 


TH) CH-IRMAN: We had better make sure that is 


on the record, 


THE \WLIYNESS: Wo, I have no fraud order 
against me, and I never did any mailings. I created 
a clientele over fifteen years of about thirty-five 
hundred clients, and I have done business with them, and 
I was still doing business with them when I sold my 


business -- every day. 
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MR. JANES: That is a nice record. 


BY MR. JOLLIFFE: 
Q. It is a fact, Mr, Cadesky, that as far 
as you are concerned, you are not wanted anywhere in 
the United States on any charge? 
an Not to my knowledge. If I am, would I be 
going over there and taking an awful gamble? I have no 


knowedge of it. 


MR. JOLLIVFEO: I think you are quite right in 
that. 

BY MR. JANES: 

Q. And another question follows that naturally. 
If a broker-dealer is trying to do a legitimate business 
is there any excuse for him getting a fraud order? 

A. Cf course there is, You can send over one 

piece of mail, and if it hits the wrong person, you 
get a fraud order. It is not the quantity, it is who 


it gets into the hands of, 


BY MR. JOLLIFFE: 
0.. -L& it not a fact that what these broker- 
dealers are doin: is unlawful in the United States? 
A. It is not unlawful in Ontario, and he is doing 
Reatnese in Ontario. . 


Qe I am not talking about Ontario. It is unlawful 
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in the United States? 


BY MR. JANES: 
Q. He knows it, before he sends it over. 
A. jell, I do not like to take issue on that, but 
I do not consider it unlawful, It is just that 3% is 


not registered in the United States. 


BY MR. JOLLI“FE: 
Q. That is unlawful by their lav. mvery 
country makes its own law. 


fy That is right. 
Ti? CHAIRMAN: Whether the law is good or bad. 


BY WR. JANES: 

2 pear’ is not our business to judge that, If 
you know you are breaking the laws of the United Siates, 
you are doing an illegal act, are you not? 


a ‘ 
“4 
20 Yes 


, probably we are. 
TH CHAIRMAN: We will adjourn for five 


minutes, 


---\jhereupon a short recess was had. 
---U_on resuming. 
BY VR. JOLLISFS: 


Q. Coming back to this question of Ainerican 
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money, Me. Cadesky; other witnesses have told us that 
during the last six or Bi ehe months the flow of 
Arerican money from the small A‘erican investors has 
dried up; is that your experience? 

se I have not had any experience in the last 
two years as to what they are doing there. I cannot 
reaily give you any idea of what they are doing. 

Qe What do you mean "You have not had any 
experience in the last two years"? 

A. I have not had any experience in the brokerage 
business, and I am away from it. 

Q- But you are not thet far away from it. Tsre 

. are current issues, in which you are interested, 

A. Yes, but I have not heard any complaint about 
not being able to finance then. 

Q. As the money comes in, are they exercising 
their options to take down stock in cases you are 


interested in? 


A. ' They have, in most cases. 
Q. Hes there been more money or less money? 
A, IT cannot tell you. I have had sufficient money 


raised to carry out any work which we have contracted. 
I have had no difficulty in raising the money. ‘here 
the money comes from, I do not know. 


ev Do you hold directorships in any of these 
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companies you promote? 
A. No. 
Q. And I suppose you hold a substantial stock 


interest, both as vendor and investor? 


A. Jee, i dO. 

Qe And that is disclosed in the prospectus? 
dc, Sv rything is disclosed in the prospectus. 
Qe The number of broker-declers seems to have 


besn dwindling; have you noticed that? 


A. I read it in the papers, that they have. 
Q. All you know is what you read in the papers. 
A. Yes. 


Q. That is what Will Rosers said. 


TH? CHAIRMAN: Al] I hear is what I read in 


the newspapers". 


BY MR. JOLLIIFE: 

Q. We have heard that the casualty rate has 
been very high amongst the broker-dealers -- there have 
been a number of cancellations end suspensions. 

Be There probably is a purge; I do not know. 

Q. \le have also heard a good ‘deal, both in. the 
Press and from witnesses before this Committee about 
something known as "fronts", namely, a broker-dealer 


who is not independent, who is ostensibly doing 
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business on his own account, but is actually doing 


business’ as a "front" for somebody else. 


MR. JANUS: May I ask a question following up 


your question? 
MR. JOLLIZFE: Yes, certainly. 


BY RR. JANES? 

Q. The fact that there are few broker-dealers, 
would that mean there was any less business being done, 
or are they under a handicap in getting the money? 

A. I think the more brokers, the more interest 
it creates, end the more money comes into the 
treesuries of the companies, That is my opinion. It 
does not matter whether it is a brokerage business or 
any other is ine sae the more in the business, the more 
interest it creates. 

Qe Do you think there are too few brokers now? 

As I have been too busy with my own interests to 
pay much attention to it. I have been.away a lot; Il 
have been up in the Yukon and here and there, and all 
over, and have mede several trips up there, and I do 
not know much about the situation. 

Qe Would the fact that you heave no trouble in 
financing your companies, serve to show that there are 


not too few brokers? 
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Fig I have had no trouble in getting brokers to 


handle my properties. 


BY MR. GRUMMETT: 
Q. T.ere was no delay in promoting the sale 
of stock? 


Ae No. 


BY MR. JOLLIIPS: 

Q. Iv has been sucsgested by one witness, at 
any rate, that the rezulotions and restrictions are 
retarding development? 

A. I do not agree with that. i think the 
Securitics Comission has done a very good job, and I 
think the Broker-Dealers' Association has done a good 
job. i think in time, conditions will be worked out, 


where everythin: will be satisfactory to everybody. 


BY MR. HOUCK: 

Q. Just along that line, Mr. Cadesky, we had 
a witness tell us the other day that he thought the 
Securities Act should be scrapped. 

Ae That is a matter of opinion. I do not know 
what better -.ct you can have than “true and full dis- - 
closure", 

If you have. ‘true end full disclosure", any - 


body who wants to take the time to read it, can sic 
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what they are going into. If they do not want to take 
the time to read it, how can we help them’ They will 
pick up a piece of paper money, and they know whether 


it is a one-dollar bill or 2 ten-dollar bill. 


THO CHAIRMAN: But perhaps they do not realize 


4% is only worth fifty-four cents. 


THE WITNTSS: The public has all the best 
protection possible. I? they want to read it, every- 
thing is in the prospectus, They can ses how much 
money is going into the treasury; they can see what 
the promoter is getting. If they still want to buy 
it, that a up to them, If ;.sople are going to buy 
stocks, there are no regulations to stop them from 
buying stocks. It is just the same as betting on the 


horses. 


BY MR. JANLS: 
G. You suggest the Commis sion is doing every- 
thing it can possibly do to protect the public. 
Ae I do not know what else they can do. tI do 
not know of anything better than “true and full dis- 
closure". There is nothing we can give anybody, other 


than the facts. 


BY MR. JOLLIGFE: 


Q. ‘what have you to say about qualifying 
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shares in the United States, under their Ew? 


Ae . I personally had a very sad experience. 
Q. What was that, Mr, Cecesky? 
A. I qualified an issue, and in less than thirty 


days, I got a stock order. 
Q. Where did you qualify it, Mr. Cadesky, with 


the S.E.C.7 


A. The S.E.C. yes. 
Q. W-s that a mining issue? 
A, Yes. After working on it for six months, and 


spending a lot of money, end trying to keep within their 
laws, it just happened that I cualified one million 
shares in a company at a certain price, plus sufficient 
to carry the company through to production, but there 
ae to be two million shares piictanatne in the 
hands of the public, and in the course of that tentative 
distribution", -- I might put it that way -- because we 
had not distributed any shares to the public -- it 
automatically became a market locally, and it was felt 
the market here was below the market we qualified there, 


and they stopped it. 


Qe Who did that, the S.E.C.? 
ie The S.8.C. So I stopped qualifying any more 
issues, 


Qe Hmactly what does that mean, lir, Cadesky; does 
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that mean there was an "over-the-counter" :erket in 
Toronto? 

Ae It automatically became an "over-the-counter" 
market, when the notice came from Vashington that the 
issue was qualified. There were too many shares in 
the hands of the public, and it automatically became 
an “over-the-counter" proposition. It was beyond 
anybody's control. Theshareholcers had shares, We 
could not tell them what to do, and we could not tell 
them not to sell them. Théy owned then, 

Tnuere happened to be a few shares -- probably 
less than on the market, which was an unusual thing, 
and they could not pay more than the market, and they 
put in a stop order without giving us a chance to go 


down there and defend ourselves. 


BY MR. JANES: 

Q. That would be about the only place you could 
criticize them. They would be justified in not allowing 
you to sell higher than here. 

A. We were not selling here. Zvery share which 
was qualified -- a certain amount of that money. went 
into ae Treasury, and you cannot sell for less, 


because we had qualified at a certain price. 


BY MR. JOLLIFIE: 


Q. That is, your primary distribution was 
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in the States? 


A. Tisra never was a share sold in the States. 
Q. On that occasion you were selling treasury 
shares? 
ins All the shares were to be sold in the United 


Stetes to a United States broker, and that one million 
shares in the trecsury was in the hands of a broker. 


“<= had no shares to sell here. 


BY MR. JANES: 
Q.. Where did the shares come from which were 
sold here? 

A. They were all in the public. There were 
probably one thousand shareholders, with two million 
shares, 

Qe You cannot criticize the 5.2.C.? They were 
protecting their public. 


a. I do not see it. 


BY THE CH..TRMAN: 

Q. Why do you say they put the stop order on? 
B-cause they were being sold at too high a price? 
7 A. No; they were traded over-the-counter lower 
than the others, Hac they been traded higher, they 


would have the same stop order, probably. — 
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‘BY MR. JOLLIFFE: 
Q. Yraded by shareholders? 


Yes. 


t+ 
1 
. 


Q. On the face of it, that may seen unfair, Mr. 
Cadesky, but is it not possible if that sort of thing 
happened regularly -- is it not possible that share- 
holders here could unload their stock after an issue 
had been qualified in the United Svates? 

A. That could be true, sir, but the fact remains, 
how can we who want to qualify an issue, control the 
shareholders whose shares he has paid for and owns? 


He can give them avay, if he wants to, 


TH? CHAIRMAN: Oh, but he cannot. If they were 
in the hands of the general public, he could not do 
that. 

BY MR. JOLLIPIE: 

Q. Lam pointing out there could be cases -- 
IT am not saying it hapyened in your case -- but there 
might be a case where a promoter held a lot of stock, 
end when people began to take an interest im Lt, 
because one millionshares had been qualified in the 
United S.ates, they could get rid of their stock here? 

A. That may be. 
Q. What was the S.5.C. afraid of? 


a That was qualified for the purpose of putting 
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sufficient money into the treasury to put the property 
into production. i¢ had spent several months, and an 
awful lot of money to get that thing created. 

ae That was the last time you tried it? 


A, Well, that was enough. 


BY MR. JANES: 
Q. 1 can see their point, I think they 
were justified. 


Ae I cannot see that they were justified. 


BY THE CHAIRMAN: 

Q. Sur osing they were, or supposing they 
were not; wnat difference would that make, If they 
think they were justified, and Mr. Cadesky thinks they 
were not; what about it? What difference does it 
make to us? 

A. | If = man wants to qualify an issue, he might 
as well qualify a “":oose pasture", w.ich has no shares 
outstanding, and he might be in a good position. If 
ann develop a property partially, you must have shares 


out, and if you have shares out, what will a man do? 


BY MR. GRUMi:TT: 
Q. Wus that pointed out to the S.3.C.? 
A. Of course it was. I szent three or four days 


at the hearing down there. I spent a lot of time and 
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money, and brought all my books and srecrthine Sfae. 
to show there was not a Rpkarsy either the promoter 
or the company, or anybody else, 

-I sven brought down a copy of the trust 
company's transfer sheets. ive hod everything we possibly 
could produce, 

BY MR. JOLLIP.E; 

Q. Dic they require vendors' shares to be : 
escrowed, pending this offering? 

A. No, they required about the same as we do, 


shey required full and true disclosure, In many cases 


their spread was more than ours. 


THE CHATRMAN: I think we were told that. They 
are not concerned with the legitimate sales to the 
public. | 

A. L cm pretty sure I k:ve seen issues there we 


would not qualify here. 


BY WR. JOLLIFFE: 

Qe Wict have you to say about this problem of 
the "front" -en? We discussed it in some detail with 
Mr. Leinox, who is, ef course, the Cheirman of the 
Securities Comission, and with ie. McT -ue, counsel 
for the B.D.A. Wheat have you to say about the "front" 


men? De you think they exist, or are they just an 
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“invention? 

a, I. ould like to know the interpretation of the 
word "front", , Of course, there are so many interpreta- 
tions of "front", that I Go not know what you mean by 
a "front", Ev rybody has different ideas of "“frcrts". 

Q. I an using the word in the same sense in which 
it has been used in decisions by the Octerio Securities 
Ue that is to say, a registered broker-dealer 
who holds himself out as an independent operator, and 
being in business on his own account, but who, in fact, 
is financed by and controlleé by, and is doing business 
on behalf of, an undisclosed person. 

Le My interpretation of "front" is a man acting 
for a man who cannot get &@ license himself. 

Q. That is probably the situation here. 

A. There is a difference, in my opinion, between 
certain "fronts", Some of them are well-qualified men 
who can act for somebody else, with the knowledge of the 
Commission, if they vy to. I would not consider him 
a "front'' as long as he is a responsible man, and is 


responsible to a registered broker-dealer, 


BY MR. JOLLIFFE: 
Q. When the Commission licenses a@inan to do 
business as a broker-dealer, they look into his record 


to satisfy themselves he is a respnnsible citizen, and 
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capable of conducting the business. It is impossible 
for them to know if he actually is independent. 

In the first place, if he is not independent, 
and tells them he is, he is deceiving the Commission 
and that very fact makes him unsuitable to have a 
license, 

A, I know several who declared they have had 
financial assistance from somebody else, but that does 
not make them a "front", 

Q. { think we understand that. Aman is not 
necessarily a "front" »because he owes somebody a little 
money. 

iis That is right. 

Qe But in a number of cases, the Commission has 
disqualified people, and cancelled their licenses, 
beccuse they became convinced, after an investigation, 
that while a man claimed to be independent, he was, in 
‘fact, just acting as a messenger boy for somebody else. 

A, I think you will find that the Commission had 
other circumstances to warrant that, because if a man 
has been in business and is clean, and has not done 
anything wrong, the Commission has no reason to bother 
hin, 

Q. That might be, but what do you say as to the 


statement we have heard that there are a number of 
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"fronts" coins business as broker-declers? 


A. Il think it is exeggerated, many times over. 


BY MR. JaNus: 


Q. .weybe they are their own ‘fronts"? 


A. There may be the odd one, but I think the 


statement of a "front" as I read it in the newspapers, 


has been exaggerated many times. 


Qe You think there are no "fronts" where a broker 


has lost his license? 


A, That may be, but I think it has been 


exagcerated. it think most people who 
intend to stay in the business. iI do 


would want to "stick their necks out" 


BY MR. JOLLIITE: 
Q. tf they had no resources 


micht be willing. 


start in the business, 
not think anybody 


for somebody else. 


of their own, they 


Aa They may be willing, after they get in, to get 


some financial assistance, but I :ould not consider that 


as a "front", because he knows his business, and if he 


thinks anybody will cet him off the track, and get him 


to do something that is not right -- I think it is 


exaggerated. 


BY MR. JANES: 


@. .t.40 not think the "fronts" referred to 
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that kind of a man at all, as I understand it. 


. BY MR. JOLLIFFE: 
Q. There was a recent case where the B.D.A. 
did an audit, and they found a man was short in his 
capital requirements laid down by the B.D.A. The next 
morning he walked into the bank and deposited ten 
thousand dollars in one thousand dollar bills. The 
Commission thoughtthat was significant. Would that 
not look to you as if he was getting money from some 
place he did not want to be known? 
A. That may be an isolated case. You do not 
very often get ten thousand dollars in one thousand 
dollar bills. I cannot comment on it, because I do not 
know the circumstances, We have investigated a lot of 
things in the B.D.A. and many times we have found a lot 
of things were well over-exaggerated by people who had 
jealous motives, and when we tied it down, we did not 
find much ground for it. 
Q. I think we all agree that this is a business 


where a good many exaggerated statements have been made. 
THE CHATRMAN: On all sides. 


THE WITNESS: That is right. All in all, I 
think the broker-dealers try to do a good job. Some- 


times, they get a little over-enthusiastic, but they do 
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that in many other businesses, 


THE CHATRMAN: Without enthusiasm, how could 


you sell stock? 
THE <.ITNESS: You could not. 


BY MR. JOLLIFFE: 
Q@.- You did not find fault with any of the 
restrictions recently imposed hy the B.D.A.? 

A. I nave not found any fault with them. I think 
they are trying to better the business, as circumstances 
arise. We have different conditions from time to time, 
and you may have to cope with them, according to the 
conditions as you find them. 

Q. You are satisfied with the present Act? 

A. Well, it may be a little more simplified, from 
the point of view of the prospectus, where the average 
layman can read it a little more intelligrnotly. 

I have made a note of a few things I might suggest, 


if you wish. 


THE CHAIRMAN: It is nearly half-past twelve, 
and I told Mr. Jolliffe I have an appointment. May be 
adjourn at this point until half-past two? 


Is that all right with you, Mr. Cadesky? 


5834 Cadesky 


THE WITNESS: Yes, certainly, Mr. Chairman. 


THE CH!TRMAN: Very well, then we will adjourn 


until two-thirty this afternoon. 


---The witness temporarily retired. 
---\/nereupon the further proceedings of this Committee 


adjourned until this afternoon at two-thirty o'clock. 
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ls ae GS A SS SR = BS as a 
Toronto, Ontario, 
Wednesday, October 3rd, 1951, 
B.00 o'elock, pm. 


The further proceedings of this Committee re- 
convened pursuant to adjournment, 
All parties present (Sxcepting Mr. No: ner). 


Same appearances as heretofore noted. 


THE CHATRMAN: Gentlemen, shall we resume? 


LOUIS CADESKY,< «witness being 
previously heard, now recalled, and who having been al- 


ready sworn continues his testimony as follows: | 


BY MR. JOLLIIYE: 
Q. What was it you were going to suggest? 
A, I had a note made. I was soing to suggest that 
| the important things in a prospectus are: 
t(1) What is the. company's name? © 
(2) What is its capital? 
(S) Who is the promoter? 


(4) Wo are the directors? 
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(5) Where are the properties? 

(6) Whet have they found on the properties? 

(7) What do they hope to find on the properties? 

(8) How much money is it going to take to prove 
or disprove the same? 

(9) “here is the money coming from? 

(10) How much of each dollar I invest is going 
to be available to prove or disprove the 


property?", 


If ve had prospectuses of that kind, that 
would be very simple, and that is what the public wants 


to know, 


BY THE CHAIRMAN: 

Q. In fact, that is pretty much what the 
prospectuses now tell us, but perhaps it is not couched 
in quite the same way. There are a lot of ther things 
in a prospectus, but those you think are essential? 


A. Yes, from the public standpoint. 


BY MR. JOLLIFFE: 
Q. You were, Il believe, a member of the 
Board of Gcvernors of the B.D.A.? 
A. Yes, 
Q. Back in 1948 or 1949, when they were advo- 


cating the removal of the restrictions on telephone 






















vxzesbad 


rare Sastheuong! ba eo! ey > 
Teeliieiord sys Ao bailot yout avad tect (a) ape 
Snakrisgotd ais ad nad’ et od wort, ob tout, ty 


ay sic od, ated .oF aitfor.? +h, eb. ¢enean Aoute wollte), ha 


reas eae) 


(Seems, odd ovoiane ae 


Smet gacnad.* geod. est af OTS ey 


eta ps Nae 


shes af daoviel » teiigh dose. $e agin Wot (OL) | 
1s ‘ 
7 =o 
etd protgel). 20 arors 0 i piyatsave: ad, Tes | ar 


ac EE ee Reha : Ame. @ a muiaenea ? aa i + 
: ee nae, Soh wee ae ae ees ie ag ees rn 


‘goad  Futs aus “io “aeauiosgedtg pen seat, 


ey ee eee a Day ‘. ‘*s a) 
sinew niidyy sar cedw ak tend poe oi gilts 4 tev ed ee y 


ant tadw dom yoverd ef sans PE by ak 5H ee ee 
be jeueo Foa eb 3h egediedg ted yew, hee ae ResuToe te 
iqtldt Netw to tol a: ems.’ grea? | Ya, ome ont stupa 


ae ways wise ers tafe Hor. egout Ke eine on 


a bie iy 


<r g 
C q i 
eats Me ao 7 


savin! crate 2 a " 
Beit 0 rece 2 ,evelled & <oreW ase 
eh ee G odd 70 8 


" ,ooioqbaats oLidug ons, Per 


tie 


=6 vhs ew % re 


pi 


= 


sienioe qeolad, a 
r 


3857 Cadesky 


calls, Do you recall that? 

A. I remember it. 

Q. vas that a change that you think oa or thought 
then, should be made? 

A, I tuink the telephone does not hurt at all, because, 
(1) the prospectus is issued to eeeaseetite buyers, before 
they get the telephone calls. A =respective buyer must 
have sent a return card saying he is interested in 
recciving information regarding a certain property about 
which they are talking. 

After he receives the information, if he gets 
@ telephone call, and the salesman persuades him to pur- 
chase an issue or some shares, @ confirmation is sent 
by the broker. The man has a lot of time to think over 
his transaction. He has a lot of time to change his mind. 

I do not know of any confirmation that ever 
bound a client. JI do not think any broker ever insisted 
on a client going through with a deal, if he did change 
his mind. So they have Yer ae time to think thines 
over before the cheque is actually sent to the company. 

Therefore, I see no reason why the telephone 
should not be used. 

Q. You see no reason why it should not be used? 

A. That is right, 


Q. And the other proposal put forward by the B.D.A. 
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‘at the same time, was that it was not necessary for a 
prospectus to be delivered in every case. 

A. They felt at that time that the securities 
business was the only business where a man could not 
call anybody he wanted to, You could call on anybody 
if you were an insurance man, or you could call on 
anybody if you were a Fuller Brush man, or you could 
call on anybody if you were anybody else. But ina 
securities case, you could not call on a man unless 
you actually knew him, or received a return call saying, 
"T am interested in this particular issue", 

Taat was unfair competition with other lines of 
business, Tnat was what we objected to at the time, 
I think that is a partial reason for some of the mailings, 
because you cannot go and call on a man unless you are 
sending out some mail, and getting a qualifying leave. 

Q. You say that is the reason for some of the 
heavy mailings? 

Ae . & man has no alternative. He cannot send 
salesmen out on the road to try and create clients, 
because he cannot call them unless the man sends in a 
return card saying he is interested in a particular issue. 

Q. Did you, yourself, exercise any influence 
over that literature which was sent out from broker- 


dealers sponsoring your issues? 
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A. p10. 27 
Qe Yes, 
A. No, Iwas one of the committee we had formed, 


when I was with the Broker-Dealers' ‘ssociation, to 
see that our literature was coming up to a higher 


stendard, 


THE CHATRMAN: I do not think that was quite 


the question. 


BY MR. JOLLISFE: 

Q.- No, my question was this; in your ex- 
perience as a& promoter, since you ceased to be a member 
of the B.D.A. -- the Broser-Declers -- have you exercised 
any influence or control or restraint over that sort of 
literature sent out by a broker-dealer, sponsoring 
issues in which you were interested? 

A. No, I did not. I gave them the information 
available to the company, and each man was responsi ble 
for himself. They have to go through the broker-dealers 
and have it perused, 

ae You did not interfere-- 

Le I could not interfere, I took no action on 
their operations. I was strictly independent... 

a And if he got into trouble, and a broker- 


dealer had his license cancelled, in the middle of his 
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offering, it would affect your company? 

ts Vell, the informction he ,ot from our company. 
When “ivi take your literature to the Broker-Dealers'! 
vo be perused, you have to show factual informetion, 
and the information he gets from our companies is 
factual, and if he used that information, he could not 
get himself into trouble. 

Qe We were told by a witness on lionday that when 
a broker-dealer has his license cancelled, in the course 
of adistribution, that is the end of that offering; 
that it gives the company such e@ black eye that the 
thing is finished, He described it as "pulling the 
plug", and he put the blame on the Securities Commission 
for bringing to an end the business of a company which 


might turn out to be a very meritorious enterprise, 
THE CHAIRMAN: That was Mr, Sutton's story, 


BY MR. JOLLIFYE: 
Q. What do you say about that story? 
A. That may be so in some cases, but it has not 


affected any issue in my cases. 


Q. Well, Junior Golds; that company lost its 
license? 
ie Yes, 


Q. During the course of distribution? 
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A. Yes. 

Q. And you were interested in those issues, were 
you not? ° 

A, No, I was not. 

Q. Were not these companies formed by you? 

A. They were formed at a later date. I amalgamated 


the three companies into one, and called it the 


"Consolidated Yukeno", 


BY THE CHAIRMAN: 
Q. That was after Junior Golds lost its 
license? 


As Yes, 


BY MR. JOLLIFYE: 

Q. If Junior Golds lost its license, you 
found it possible to get the thing going again, in 
spite of the fact of this previous trouble? 


Aa Yes, 


BY TH CHAIRMAN: 
Q. \Jere you interested in those companies 
before the trouble started? 
A. No, it was after. I had eoulirer ALS or 180 
other claims joining and adjacent to these properties, 
and we grouped them all together, and we made a com- 


pact property, which they had a much better chance of 
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carrying on, 

It made-a very nice set-up, As it was, they 
had little pieces here and there, and I filled in the 
saps, by purchasing other ground adjacent, and taking 


in this other ground. 


BY MR. JOLLISFSE: 


Q. Anc anew public offering? 


A. Yes, 

Q. They have been successful? 

tie Yeo ‘ 

Q. In s,ite of the previous trouble? 

Be Tocy seem to have become very successful. 


MR. JOLLIFFE: That seems to be a definite 


answer to what we were told the other day. 


BY MR. JOLLIFY2: 

Q. Have any of these issues of which you 
were the promoter been brought to a halt in mid- 
passage by the suspension or cancellation of the 
license of a broker-dealer? 

Ae No. I am only an individual, I a not know 
whether I am in the same position as the others or not. 
I am always in a position to transfer a deal to some- 
body else, or finance the decl regardless. I have had 


many cases where I carried on, regardless of whether 
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the issue was sold or not, 
Qe That is not quite what [I was talking about, 
Mr, Ca.cesky. I vanted to be clear about this. Has 


there been anyfSuspension or cancellation while an issue 


of one of your companies was in the process of distribu- 


tion? 
A, Il am sorry, I just do not "set" that. 
Q. You promoted a number of companies? 
A, Yes. 
Q. Ac you have caused agreements to be inade 


with the broker-deelers? 

A. b dag 

Qe In ‘nich the broker-dealer had the right to 
take down stock and sell it by way of a primary dis- 
tribution to the public? | 

A. Yce. 

Q. In c number of cases dealt with by the 
Ontario Securities Commission, a broker-dealer has had 
his license cancelled or suspended while he was in the 
middle of a public distribution. My question does not 
relate so much to yours, but as to what happened to a 
broker-dealer while he was engaged in the distribution 
of shares taken down from one of your companies? 

A. It nas happened, and I ould say it would 


not do the company any good. I certainly could not 
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do it any good. 

On the other hand, in one case when I as 
with the Broker-vD°=lers' Associction, and a suspension 
was expected, we got together with the issver and re- 
vamped his deal, and made it so that it would look 
more presentable to the public. And they have carried 
on since, end probably done well -- I co not know, 

I.ill say that a suspension. does not do a 
company any good, 

Q. I: ould not expect it would, particularly 
not for the time being, anyway. 

AS No, 

Qe You ould have to bring in another broker- 
dealer into the picture? 

A, T.e2t is true. Hs: h.c to overcome something. 

Q. He has to overcome the adverse publicity of 
a suspension, even though he was not responsible nor 
the company was not responsible, 

As I would say the dead has to be a good one, 
for him to be very much interested in it. 

Q. from what I understood you to say, you do 
not take any interest in the literature or the selling 
methods of a broker-dealer after he has an agreement 


with the company in which you are interested. 
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_ A, I do not interfere with a broker-dealer. That 


is his function, 


Q. Yes, that is his function. 
1 A Yes. 
Q. Ana if he breaks the rules, and gets into 


trouble, as you say, it would not do your company any 


good? 
A. No. 
Q. But you do not interfere? 


A, No. I cannot interfere, for the simple reason 
that if I do, I might as well have my own company, and 
run my own business. If I am going to run his business 
for him, I misht as well run my own for myself. I sold 
my business for the simple re son that I could not take 


care of both. 


BY MR. HOUCK: 
Q. But you are taking an interest in the way 
he handles the promotion? 
A. It is understood, before I .0 into @ deal, that 
he is to get no information other than that given by the 
company. That is a mutual agreement which we heave. He 
is not to publish any information other than that furnished 


by the company, from a factual standpoint. 
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BY MR, JOLLIFPE: 
Q. I sup_ose you also rely on the fact that 

his literature is perused by the B.D.A.? 
| A. Yes. They do not let a copy of literature go 
out, without factual information, 

Q. You ere aware of the complaints made from the 
United States, and also in many Canadian papers, that 
the literature that goes out -- or some of the literature 
which still goes out -- is improper literature? for 


instance, Mr. McDonald, of the S.E.C. described a lot of 


it as "plain, unvarnished fraud". ‘nat do you say about 
that? 

A, I do not think that would get by with the 
B.D A. 

Qe You do not think ";lain, unvarnished fraud" 


would get by? 

A, No. They watch it very closely. I believe 
they are doing more so, now. 

Q. Let me quote you this paragraph from lhir, 
McDonald's letter to this Committee, in which he asks 


the question: 


"What are the promotions against which we have 


protested so vigorously over the years". 


And then, in the next paragraph, he goes on 
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to say this: 


m We have found these promotions to be 
characterized by a striking uniformity in modus 
operandi. Apparently any innovations are quickly 
discovered and widely imitated. The apnyroach 

to the investor, the lure or bait offered to hin, 
the misrepresentations made, chiefly over the 
telephone, are very much the Henke hisecaue deve 
of the particular dealer involved or whether 

the security relates to a gold mine, uranium 
mine or oil property. Indeed, in certain cases 
we have found the promotional literature for 
Separate ventures to be identical, except for 
the name of the security. In view of these 
facts, we believe we are warranted in describing 
these promotions in general terms. Although the 
volume of promotions may vary from time to time, 
sales campaigns attended by some or many of the 
devious methods and misrepresentations described 
below continue up to the date of this letter. 
There has been some recent improvement in the 
quality of the literature mailed to the States, 
but misrepresentations in the familiar pattern 


continue to be made, chiefly over the telephone", 
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Cadesky 


Wnat do you say to that statement. I am sorry, 
it Richens Mr. McDonald who wrote this letter, it was 
Mr. Richard B. hicntire. 

As I co not know how that statement can be true. 

If eny issue is brought to our attantion, we look into 
the issue, and if we found it was true, we neturally 
stopped it, 

But pretty nearly every issue I ::now of was 
pretty well scrutinized by the Broker-Dealers! Association. 
There may be the odd one which got by, but they are in 
the minority. I can see no reason for that at all. 
Certainly the Broker-Dealers' Association never stood 
for misrepresentation; neither did the Ontario Securities 
Commission. 

Qe Ten you say there is no foundation for that 
kind of criticism? 

A. I do not tink there is, I think it is well 
Over-exaggerated. 

Q. How do you account for the fact that much the 
same kind of criticism has appeared in some of the press 
in Canada? 

A. I do not think I should comment on that. 

Q. Is there nothing in this at all? Av¢ you saying 
that these protests from the United States, and the 


articles which appeared in McLean's Ma azine and the 
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Financial Post, and some of the papers in the ‘lest, 
in Canada, is all "bunkum"; that they do not know what 
they are talking about? 

A That is as far as I think I want to comment, 
I think I have said all I have to say on it. 

Q Why do you want to comment? If it is 
your opinion, you are quite entitled to say so. 

A I did say that I did not think that it was 
misrepresentation or fraud, and that the statement was 
much over-exagzerated. Ido not believe the Broker- 
Dealers! Association will let go out anything which 
has misrepresentation in it. If it were allowed to 


go out, the broker-dealer would not be in business, 


Q And, of course, some of them have been 
put out of business -- quite a few of them, 

A Well, what else can you do? 
A There is another paragraph which might be 


interesting to you, in view of something you said 


this morning. 
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= BoU= Cacesky 
Mr. i.cEntire says, describing the type of 
misrepresentation, or what he alleges to be misrepres- 
entation, at Page 5: 
"In »%romotion after »romotion, investors 
also are told that the stock is about to 
advance materially in price. In this connec- 
tion they may be told that a well-known 
company of good repute is about to buy in or, 
as often happens in uranium ventures, that 
the U.S. or Canadian government was about 


to contract for the company's output." 


A I cannot comment on that, because I do not know 
whether it is true or is not true. 

I know when I was a broker I would not tolerate 
that. I would not let my men do so. They had to stick 
to the facts, and if the facts were not cood enough, 
then the client did not have to buy the issue. 

There is one thing we have told the 5.L.C., 
"You tell us where there is any fraud or misrepresenta- 
tion; you write to us and we will take action". And 
we never got any indication when I was there. 

“Te have told them, "If you have any informa- 
tion to show us where there is fraud or misrepresentation, 


we will take action", and we never had any opinion from 
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the United States government to that effect. 

""e challenged them to bring in anything that 
was wrong. They did not give us any indication of 
any individual case. All they did was holler about 
it. 


Q Then he goes on to say: 


"They almost always are told that no risk is 


attached to this type of tinvestment'." 


Is it not correct, ir. Cadesky, that now 
many brokers are using the statement, "This is a 
speculative issue"? 

A ‘Tell, at all times we had to put on "This is 
a speculative issue." 

If they will read the prospectus, they will 
find that it is a speculative issue, and anything 
that is speculative, is not a sure thing. 

Q Is this not a speculative issue? 

A No. it is a warning that it is speculative 
and they should read it. What else can you tell them? 
Q I am suggesting that is being done now and 
has been done recently, but it was not being done until 

recently? 


A The business is the same as any other business 
d 
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and improves as it goes dione.’ You do these things 
until you find they are wron,, and when you find they 
are wrong, you try to correct them. There may be a 
inistake to-morrow, and we will correct it the day 
after, 

These things come up, and as they come up, 


we take care of them, 
BY MR. VILLENEUVE: 


Q Is there any reason why we should not state 

whether it is a listed or unlisted stock? 

A I do not think that is necessary, because 
I am sure if any ‘edea is listed, they are only too 
anxious to put it on. I do not think anybody has any 
idea that a deal is unlisted when it is listed, 
because you always say, "Listed on the Toronto Stock 
Lxchange." 

Q The purchaser very often does not know the 
difference, 


A Weriioe 
BY THE CHAIRMAN: 


Q are theremany complaints from purchasers 


about the shares they buy? 
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A I can tell you that all of this publicity 
is over-exaggerated, because’ in fifteen years, I do 
not think I have had half a dozen complaints, and 
of those who did complain, I did not want to do 
business with them anyway, and I just took them 
off my books, and bought up their stock. I do not 


want any dissatisfied customer. 


Q They do not complain when a stock goes up. 
A No. 

Q It is only when it goes down, 

A Yes, they only complain when the stock 


goes down. 

Q Did many complain that they were mis- 
informed or misled by the literature? 

A As a matter of fact, you get all types of 
people who complain. I know of one instance now 
which was brought to my attention which, in my 
opinion, was out-and-out blackmail. A man buys a 
certain issue, and after keeping it for a year or So, 
and the thing does not make good, he writes back 
to the broker-dealer and says, "I will inform the 
Ontario Securities Commission, and the 5.E.C., if 
I do not get my money back." The broker does not want 


to have any investigation, and does not want to have 
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any troudle with the client, and he wants to keep 
it clean, and he writes, "I will send you back your 
money", 

Then the man comes back and says, “I sent 
you American funds", -- when he did not. He says, 
"T want payment in American funds". Then the. broker 
says, "All right; it is only a matter of ,50.", 
and he sends him the 350. | 

Then the man says, "I lost a year's interest, 
and I will have a year's interest or I will write 
to the Securities Commission or the S.i.C,." 

At the same time, that man wrote another 
letter to a broker -- and he showed me the letter 
-- and he wrote exactly the same type of letter. 

Those are a lot of things which the S.5.C. 
does not know, and which the public does not know, 
and they are things which we always have to 
contend with. They are going on all the time. 
Nobody wants to go before the Commission or be 
put out of business, and they seem to be afraid to 


go to the Commission and say, "Here are the facts." 
BY viR. VILLENEUVE: 


Q Are the broker-dealers afraid of the 


Commission? 
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A It is not because they are afraid. They 
feel they do not want to be investigated, or implicated 


in a thing like that. I do not blame them. 
BY Ti 2 CHaTRisAN: 


Q That is what happens in businesses of all 


kinds. 
A Certainly. 
() The T. Eaton Company will accept goods and 


refund the money, whether there is any real founda- 
tion or cause for complaint or not. Some people 
buy dresses, and wear them out to a party that 
night, and return them the next day. 

A That is true. 

Q And the T. Eaton Company will refund the 
money, because it is their policy, and they thing 
it is good business to do that. 

A I helieve every broker wants to play fair 
with his clients, because his clients are his bread 
and butter. ‘“Jithout them, he cannot exist. And 
it costs a broker a lot of money to create clients. 
If you do not play ball with them, it costs you 
too much money to get another one, 


Every satisfied client is an asset, and will 


bring in two or three more. JI know the value of 
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clients, and I think every other broker does too. I 


know they are iy bread and butter. 


MR. JANES: Mr. Cadesky had some suggestions 
I thought were pretty good. Should they not be 


filed? 
THE CHAIRMAN: They are on the record. 
MR. JOLLIFFE: They will be in the transcript. 


THE “ITNESS: All in all, I think the public 
is getting a fair run for its money. They cannot 


ail win. 
BY MR. JOLLIFFE: 


Q I would like to give you an opportunity 
to comment on lir. McEntire's next sentence, in which 


he says: 


"And finally, in case after case, the mis- 
representation is made that the monies 

Pee eeediqiis v devoted to the development 
of the property. As you know, this cannot 
be true in these mass-mailing promotions 
which require substantial expense for 


writers, layout men, salesmen, printing, 
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mailing and telephoning and thus necessitate 
extremely high mark-ups if the deal is to 


be a profitable one for the stock seller." 


A Do you believe a man who reads the literature, 
will not read the prospectus? 

) No, I think most people will not bother 
reading the prospectus. 

A If I did not bother reading the literature, 
I might not read the prospectus, but if I did read 
the literature, I would read the prospectus as well. 

Q The literature is usually presented in a 
little more appealing form than the prospectus; it 
appeals to the eye a little more. 

A They have to put their best foot forward, 

Q Certainly. As a man of great experience in 
this business, I would like you to say frankly what 
do you think of the suggestion that a marketing of 
stock involves so much cost that an excessive mark- 
up is inevitable? What have you to say to that? 

A “ell, I do not agree. I do not agree that 
the costs to-day are more than the cost in the 
older days, where you had to send salesmen out, and 
you had to pay for their car expenses, and you had 


to pay their hotel expenses, and so on, and so forth, 
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and ‘they orobably saw at a maximum ten or fifteen 
people over a period of a week, and probably went 
hundreds of miles to see them. 

To-day a person can get on the telephone, and 
if he has big enough clientele, he can get to the 
fifteen people in one day -- 

A Or in one evening? 

A Yes, in one evening. So the cost to-day is 
not more eva it was in the old days in proportion 
to the amount of business to be done. 

I know this much; that judging by my own 
salesmen, it cost more in the olden days for the 
salesmen to be travelling on the road, and to cover 
their expenses, than we have to pay out over the 
telephone. 

Q I understand the present spread permitted by 
the B.D.A. on initial stock offering is from 10 cents 
to 30 cents. 

A That ie<ra ent. 

8) I am saying that at a maximum the spread is 


between 10 cents and 30 cents. 


A That is true, but it does not work out that 
way. 
Q I know that. 


A A man gets 30; that is the maximum. He may 
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start with 12 cents or 15 cents, and if he has any 
decent luck, he may go up to 30 cents, but that is as 
far as he can go. It does not mean he can start 
right "off the bat" and sell it at 30 cents. 

Q I appreciate that, but we had information 
yesterday about an offering where the public pays 
31.00 and 50 cents goes into the treasury. “hat I 
am getting at is this; to a layman, !'r. Cadesky, it 
seems like avery, very costly way of raising money. 
Maybe it is inevitable; maybe it is unavoidable. 

A How can you do it any differently? 

Q Well, if one man can do it more cheaply, he 


orobably will. 


A Yes. 
Q He would sell more stock if he could do that, 
A That is quite true... “hen I buy a suit of 


clothes, it is not the actual cost of the suit of 
clothes, There are perhaps three times as much put 
on to it, as there was in the original cost. Yet 
I do not complain, .l.want at and. I buy its, It 
is the same thing with anything else. 

Q ees it not come down by thie in a speculative 
issue, the purchaser has a chance, or thinks he has 


a chance, of making a very substantial profit? 
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A That is true. 

a) If the value of the stock goes, say, to 
5, 6 or 10 times what he vays for it, the spread 
seems insignificant, 

A That is true. 

Q But if the stock goes down, and the mine 
turns out to be a "dud", the spread seems to be very 
large. 

A That does not make any difference. If the 
stock is no good, it does not matter whether it is a 
10 cent spread or 50 cents, 

Q That is right, but it does make a difference 
if a man puts in ,100. and gets a thousand shares, 
or puts in ,100. and only gets five hundred shares, 

A One hundred shares at ,1.00 is as good as one 


thousand shares worth ten cents, 
BY TH= CHAIRMAN: 


Q And if it goes up to »~500, in due time, 
that .50. does not seem to be more than a drop 
in the bucket? 


A That is right. 


MR. JOLLIFFL: Just a minute, -- as Wessley 


Hicks says; there is more to it than that. If, on 
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an offering, you only get, say, »200,000 out of the 
public, and you need at least 150,000 to either prove 
or disprove what you want to know, then the mark-up 
does enter into it. It is quite vital whether or not 
the mark-up is excessive. 

A No, it does not matter to this extent. It 
is not difficult to get money after you prove a 
property. You do not have to pay two-thirds or one- 
half or ten percent. to get money after you prove 
property, So it does not make any oifference. 

Q Suppose you did not get enough money to prove 


it or disprove it? 


MR. JANES: Suppose you sell one million shares 
at 50 cents, and you only got 40 cents, if you sold 
two million shares, and only got 20 cents, you would 
get the same amount of money? 

A Supposing you raised 200,000 for a property, 
and it took 200,000 whetuer this property is a mine 
or not. If you need another 500,000, it will not 
cost you as much money to get the 500,000 as it did 


the original .200,000. 
BY THE CHAIRMAN: 


Q@ What difference does it make? The original 
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shareholders get the benefit. 


A Yes, 


MR. JANES: They put twice as much money in 


as they should, 


TH CHAIRMAN: No, no. If you could not sell 
it in the early stages, nobody would have any oppor- 


tunity to get anything at all. 


MR. JOLLIFFE: No, that does not follow. If 
you need »200,000 to prove it or disprove it, and 
if you do not get ,200,000 -- if you get only 
2175,000 or »180,000 then, unless a promoter or 
somebody else goes in with the difference, you have just 


not got the money. 


THE CHAIRMAN: I f the spread was too small, 


you would not get the first ,200,000. 


A In a case I know of, the under-writing will 


produce sufficient money to do the development work, 
BY MR. JOLLIFFE: 


Q@ Are you talking about the under-writing 
or the options? 


A The under-writing. 
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Q A firm under-writing? 

A I am talking about enough to go ahead with 
it. There is sufficient stock to go on with the 
development. 

Q If it is taken down? 

A Yes, and if it is not worth it, they cannot 
sell the stock, 

Q How do you know the stock is worth it or 
not until you prove it? 

A I am referring to the stock. Supposing 
you have to pay fifty cents to the treasury. Your 
option gets to the stage where you have to pay fifty 
cents to the treasury, then you have to sell at 
75 cents or one dollar to break even. The public 
would not buy it at that particular price, if it 
was not proven up to the stage where it really warrants 
that amount of money. 

Q That is another point. You are dealing with 
an ascending scale of prices? 

A That is right. 

Q The fact is, if the money raised is not 
sufficient to show you should go on with the thing 
or not, then. you are no further ahead, after the 
offering -- 


A Then we have only one other remedy to it, 
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and that is simply this; you have to get money from 
a lot of small people who cannot afford to pay it. 
You have to get the engineer's estimate of what it 
will cost to get it to a certain stage, and you 
have to get a broker or under-writer or promoter to 
guarantee that amount of money. That would be very, 
very nice, if you could do it, I say that would be 
very, very sound business, 

Q But has that not happened in some cases, 
Mir. Cadesky. 

A Yes. I have done it myself, but how many 
can do it? Would you get a broker who will take a 
firm under-writing and take it for ,»150,00037 when 
his whole capital is only \5,000? 

Q No. If the resources of this country have 
to rest on that faite foundation, it cannot be 
done. Iwill agree with that. 

A Yes, but the broker who has »5,000 to-day 
may be a major operator in time. They all have to 


start somewhere. 
BY THE CHalRman: 


Q You will not close out a man because it 


is his business to sell stock. 
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WR. JOLLIFFE: No, not sell him out, but 
we should not "kid" ourselves that he will develop 


this country on a shoe-string. 


THE CHAIRi.4AN: There a number of them who 


have done it. 


THS * ITNLSS: A number have started with a 
small capital, and they have run into a lucky streak, 


and become very, very important mining people to-day. 


THE CHAIRMAN: Many of them started very 


small. 
THE WITNESS: Yes, 
BY MR. HOUCK: 
Q Harry Oakes is a good example. 
A And there are others like him. liany of the 


important men to-day started very small, How will 
you do it? That is the only one you can get, 


perhaps. 
BY mR. JOLLIFFE: 


Q Mr. mcEntire raises another interesting 


problem. We have discussed it with other witnesses. 
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He says, in the next sentence: 


"In addition, vendors' shares are involved 
in these distributions, and the proceeds 


therefrom do not go to the companies! 


treasury." 
A That is disclosed in the prospectus. 
Q Yes, that. is so. \We were told by Mr.Lennox 


what the situation is with regard to vendors' shares. 

‘'e were told also that in the opinion of some people 

in the business, the big problem is not excessive 

mark-ups, but vendors' shares; or how many vendors! 

shares are free, or how many of them are sometimes 

used to take the floor out from under the market. 
What do you say about that? 

A I do not think that is exactly so. A man 
who has a vendor's position certainly is interested 
in seeing that the property is developed. The only 
thing that he can make out of it is when the »oroperty 
is developed, to make his shares valuable. He will 
not sacrifice them, if he thinks there will not be 
sufficient money to develop the property. 

Q Is it customary for a promoter to get a 


bloc of vendors' shares? 
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A Of course, that is the only compensation a 


promoter can get, 


THE CHAIRMAN: That is what he described this 


morning. 
wR. JOLLIFFE: That is right. 
BY lik. JOLLIFFE: 
@ Some of them are free? They are not all 
escrowed? 
A No, the customary practice is ten percent. of 


the vendor's position is freed at the time of the 
uncer-writing. Then, as money is being put into the 
treasury, and development is carried on -- and it 
depends on the development the amount of money which 
is put into the treasury before ae Securities Commis- 
sion will release any of the stock. You just cannot 
walk up and pick up the release of stock, and get it. 
You have to send in a financial statement and an 
engineer's report, and if they think there is sufficient 
work being done, and the company has not suffered, they 
will then release you some shares. 
I think that is very sound procedure, 
Q Supposing in a three million share company, 


ur, Cadesky, there are 750,000 of these vendors’ 
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shares, and ten percent of the 750,000 are escrowed 
-- that is, 75,000 sina 

A Yes, 

Q And the ten percent of those come on the 
market for primary distribution to the broker-dealer? 

A Yes, 

Q So presumably somebody is sitting there 
with 75,000 shares he could put on the market at any 
price? 

A I do not think any good promoter would act 
against his own interests, and be in competition with 


a broker-dealer distributing his stock, 
BY THE CHAIRMAN: 


Q He would have to sell it? 


A Yes, 

Q * At Re stage, there would be no market 
for it? 

A That is so, but he would have some arrange- 


ment with the broker-dealer, 
BY MR. JANES: 


Q He would have to deal with a broker-dealer? 
A Yes, and the broker-dealer would give him a 


deal. 
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BY THE CHAIRMAN: 


Q He hopes that this stock will be of much 
greater value than at the early stage, and he will not 
spoil the market, unless he is desperate for money. 

A I know when I was a broker, in many cases 
where I bought an issue, where the vendor had some 
stock, I more or less tried to either take an option 
on the stock, or come to a deal with him, so it 
would not be against me. I would not make a deal if 


the stock was out against me. 
BY MR. JOLLIFFE: 


Q You do not think there is anything in 
this complaint which was made lately -- I think it 
was made by the oresent Board of the B.D.A. -- that 
there should be some restriction on promoters' stock 
or vendors' stock, 

A I do not think so. 

When you make an apolication for release of 
vendors! shares, it is sent up to the Securities 
Commission, and the Securities Commission then sends 
it up to the Broker-Vealers' Association for their 
comments on it, and in all cases in which I have been 


interested, they practically always concurred with 
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the request. I do not think at any time it has been 
an unreasonable request. 

Q You are discussing shares which are escrowed, 
and which had to be released before they can be sold? 

A That is right. 

Q I am discussing the promoters’ shares which 
never were escrowed, and I am not giving you my own 
Opinion; I am passing on the opinion expressed by 
others, particularly lately by a governing body of 
the B.D.A., that vendors' shares are more of a problem 
than mark-ups,. 

A When I was on the price-spreads comnittee of 
the Broker-Dealers' Association, it did not matter 
whether a man had the shares free, or had not. We 
were interested in seeing there was a certain amount 
of money going into the treasury, and we tied up 
shares which were free. Regardless of whether they 
were free or not, we tied them up. I think that is 
their policy now, We did not care if shares were free. 
We were not going to have them sell free shares and 
not put any money into the treasury. That was part 
of our function. But we had no trouble with our 
members, We had to show them the reason for doing it, 


and we did, 














mtd? wa dR fntde toulo, L, 82 get an? 
Boers g 5 : ~ 


ae 


~ree. pod Sitenoesesae Bey 


al pe Rls bees eee Oe an cn ¥ ‘ 
} . 3 r Ap (Veese se 7 1S + a in 


A. 


. ; ' \ anazoed Hagaate . Oct Od, Obl) seal (w ban. 





of € “ % 1 7 Oia 
a ae p 4 : : 
Sire + eee Ps 
- ¥ 
(? ANASBSLGS Le mS. 2 » 
7 ee 
2 | 
: ry s 4 
r ars cy’ 
: { we PAWEL nw AdVOR 
Ph P ~~) 
; . <2 7 = 
7 . } tatgo 
. ors ® . - 
; rertan envy ao wares his Le Pena q 
; a ies corre 
a= sh ‘ 


ra ) aa { oo [ts hi wEss Ps fb ' erage 





’ 
He Ws N : - 
4 , ee ae 7 
- ¢ 
Se ile 
4 je ase } 
A ; oe Can DL av AS ‘ a” ‘a ou 9 w 
‘ . 7 aa 3 


"4 TES oH Lah “aed 


a 


él i On i 
aie ns = aN “4 Die pee : 
= F , Seg 
Z one ‘ y veft! ee 
: r 7 i ; ; =~" 
J Ee & ae) or ‘ ~ tte sae, * 
: . ree $ ’ 
i a . 
, F 
an » 


a i no (lare g 200" oxet od - 


om § Y ~ 
= ee P 
reat = fiiay wes i 
saa 
y ie (ae yi 7 
{ ie | etd ae & pt ee OB i BOTS, 
. Ls er 
7 : ALAS 
S d 5 
4 a ~@ ~ 
fi : - Pe ” ieee 
Fa eLee.F mf Bie 319% Vs 
; js Fi 
os ‘ 
: : veers da -. 
; aye ones 
: | “vepert eid o8nk anipg vente 
: - “ k 
Saks ; ay 
:. : 


2 en 


S- hy pie h f) " Raa BL bh ‘tt he Oh eles Pty ae 


rl 





3871 Cadesky 


Getting back to lr. iscEntire; I was on the 
Committee of the Broker-Vealers' association when we 
tried to work out with them a deal whereby we would 
have uniform prosdectuses, which would be approved by 
one or the other, and approved by each province and 
each state. 

We worked along there and spent a lot of time 
and money trying to work with them, but we got nowhere. 


We were willing to co-operate with them, one hundred 


percent, 
Q Did you attend the meeting in Washington? 
A No, I did not attend the meeting in 


Washington, but I was on the Committee which attended 
the meeting along with him. 

We hired a lawyer down there. He was our 
liaison officer, and we carried on negotiations for a 
long time, and we had several meetings with him. 

We worked along these lines, and tried to co- 
operate and work with him, 

We went further, and told them if they 
could find us any case where there was fraud, we 
would take action here. We have no complaint that I 


know of. 


THE CHAIRMAN: Mr. McEntire's letter is written 
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in a very general form. 


iiR. JOLLIFFi: Yes, they have general complaints, 


They have not seen fit to make available any evidence. 


THE CHATRisAN: Nor have they seen fit to come 


up and assist this Committee, 


THE VITNESo: “Je would not stand for it, if we 
knew there was fraud, but we were not taking somebody's 


word for it, without giving us a chance to find out. 
BY MR. JOLLIFFE: 


w« Mr. Cadesky, do you know anything about 
this new development in the United States recently 
regarding restrictions on dealing in Canadian securities 
by United States brokers? Perhaps I had better explain 
that by reference to a paragraph in Mr. lickntire's 


letter. He says: 


"ve already have noted how for a number of 
years certain Canadian securities have 
been distributed in the United States 
without registration, either for issuers 
or at the instance of holders of large 


blocks of vendor and option shares. Usually 
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this has been done by mail-order and tele- 
ohone solicitation with orders being trans- 
mitted direct to the Canadian dealer. iuore 
recently, we were advised of circumstances 
which provided cause to believe that a 
different device for effecting these illegal 
distributions was being used, We were 
apprised of situations in which certain 
investment advisers and Canadian dealers 
were telling our residents to place orders 
for securities, which presumably were the 
subject of illegal distribution in this 
country, with U.S. brokers, ‘/e assume that 
this was done on the theory that since the 
transaction by which the security would then 
be acquired would constitute an unsolicited 
brokerage transaction, it would be exempt from 
the registration requirements of the Act, 
Thus, it apparently was hoped that a ready- 
made mechanism for effecting these unlawful 
offerings would be orovided through domestic 
houses, The Commission, however, did not 
share these views and our domestic brokers 
were, therefore, warned of the possible 


liabilities under our laws if orders for 




















dasha! 


-ofey bite rob10-! fet x? ooh haan nail 8 


* ' A 4 tah” 7 y 2 ty 8s DM Ae 
sf . “s eT Sea + Al 
4 Sets hee e186 dain gods jet isblos on we) ‘ 
+ ae eas ef a i 7 ‘ ; cm ; 1 ve 
eyo wre leah we lpeasy old OF “soap bog oie ern yout 
QE ne re: 7" a ane ay , ny Vv be ; 
aeoned ameoy Oo 16 baeiirtty atow dW webdaser ay 
5 ae Sch ee a eh aden a Ae A | 
/. : mi My ad ‘ay , “ie fal Se alba ; 
 SSo0 agi tag: od seus0 beblvorn, io tty i : 
rey Ne ihe binds oy gE eared 
5 “ us a a ol Ree tes. 
se PeRelle saaad Biiiooot te 01 op hva® FINS 2 4 rhh oa 
re bd, & ys t ie La hod aes ' aN sat ib Py ee ‘ C 
= ais +e 5 oa 4 Ske oF 3 ae ( ) 
aren wy beet HA Fatt bew caghduidiny aL | 
a et ens eae Behan Wi tie rih an) 
Kroes vea Mo knw te enokdengte to) beatyqgs Pala thal 
we aad PIMA: » ; mV is Ue 
iyetaebh weloena phe eteelvbn one WaT WAS) ah 


yrobaa evalg oF PUNEO Lea LUO Bie ace Oa es ani 
na eae aS SM the ane SAD ieee cana Ga eon ha Ue 
i WUae 
he ie oe ae rey an f ie 
of) ecew vidsmlleagitn NOLEN oad fasoee SOD, ny, 


oe * 1 ‘ a ; 1 i i) 
PRUNE AS pcos te Be Th ery ane oA he ee Te a 
i 95 , = , oe if a 
Poti ae ct biel been eh Pee te a heh een : 
utdd af potted hitete eae stt Pa ea Mae ane i Tiki 
re ro. “} rl ey / : 4 ‘ yt ; = 
Mi 1 i 
. alot ; : Sd obit 2 a AD ae ied enne he Da i 
+a iy 3 Py ~ « a q f my i n ‘ J d ‘ AI ne 
P8AF gees Bl. PHOT ote UTM) yD | ee 
4 4 ‘ ; Ie if 
Packt ; eaves tg ad tay 
a ‘ * ey “s ql ce ‘ oi f * na if i va 


one sonia finde ed TIS id sedeuillaes S100 nb! Lap Ram 


f if ' 
gent olvow vibusa odd ‘flo te v3 no koe nD 
; Fn | en EN PORE MOR Tue ACME : oe Th a he Biren a ae 
Westen Theme WS atudidenos buahe gan ts nee 
He bee | kt i , - aePe ae ' Rte + hee a } ris 4 ; ‘ i) 


$ 
m mm et es iy f = oe RS 4 ‘hh @oreyeley ane 
onl Jgikexe sd Disiow ey pemansingici ea. gsr oul Jord me 


- = a , a! vy ee 
" 2 Whe As ; ee i 


i . AH % : + i | , 
Pl acts Bre deta <pnncn nostenvel ye" ada rae q 


teen : AE ; ‘ 


~Vh Bet s Tan? Pacen, Ba ienersaae, at pai bovine 





Lotwe fav coats gibaagt io ae _ me beara nem Peis 





ite soci & 


7 ee 






















ee 










j or, As ee: eae NS 
a hi uv - 
K i : pti i 
ns pee > 
i , ‘ ‘i ep a tie a8 ory 


Gove 





387k : Cadesky 


securities in the process of distribution 
in Canada were executed, for the reasons 


following." 


And he gives a number of legal reasons. 
Did you hear about that? 

A Yes. They instituted a ruling from an old 
Act they got off the shelf, that the deal was not out 
of primary distribution, and, if it was not, it would 
be illegal for an American broker to deal in it. If 
it was out for over a year, he had the right to deal 
with it. That was sent out to try and stop the 
American public from buying Canadian issues. But 
that did not do any good. +eople who are going to 
buy, will buy, regardless, 

Q You mean this is still going on in the 
United States, but orders are still coming in? 

A Orders are still coming in. If a man wants 
to buy, he will buy. 

Q That is a reference to something a little 
different. This refers to the American buyer placing 
his order with an American broker, and then the American 
broker would have to place an order in Toronto. 

A That is right, or through their correspondents. 


Nearly every broker has a correspondent here, or agent, 
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or whatever you call them. 
| Q Do you know whether it is true, as he suggests, 
that this thing originated from over here, that 
brokers here suggested to their American friends 
they should place their orders with the U.S. houses? 

A No, I do not think that is it, I think 
that came about more or less from financial counsel, 
making recommendations of certain stocks, and they 
naturally would go to their own brokers and try to 
execute the orders. 

We have financial counsel here who get paid 
for their services, and\ they make certain recommenda- 
tions, and naturally a man who lives over there will 
go to his broker, and say, " I want to purchase this 


particular stock." 


Q You are speaking of the Toronto investment 
counsellors? 

A Toronto, or any other part of Canada. 

Q It would not be the American investment 
counsel? 

A It may be the American investment counsel, 


too. They have recommended certain stocks, 
Q Mining stocks? 


A Yes. 
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a} You think maybe that is where the idea 


emanated from -- from the investment counsel? 
A Yes, that is the only reason I can see, It 


is quite obvious that the man who pays for advice 

in regard to a certain stock, will listen to it, 

or he would not pay for it. Then he goes to his own 
oroker. That is where he should go, 

Q I have seen some of the advice which went out 
from these investment counsellors, some of whom are 
not now licensed, and they have some strange ideas 
in regard to certain groups of securities? 

A Yes. 

Q That may be why some of them are out of 
business now? 

A That is quite true. I have never used one. 
I do not know much about it. 

Q You mean you never took their advice? 


A I never used one. 


THS CHAIRMAN: He means he never needs one, 


I think we will recess for a few minutes, 
---"Thereupon a short recess was had. 


---Upon resuming, 
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TH= CHAIRisAN: Gentlemen, we will resume. 


BY i.R. JOLLIFFE: 


Q Now, lr. Cadesky, you have told us very 
frankly that you are and have been a promoter for 
some years, and that you have nad some degree of 
success with certain companies of which you are not 


a director, but a substantial stockholder; is that 


correct? 
A That is right. 
Q I think I would like to know a little more 


about the practical side of the thing. Have you 
operated alone entirely, or is it your practice to 


operate in association with other oromoters? 


A In most cases, alone. 

Q In most cases, alone? 

A Yes. 

Q In some cases, you have been associated with 
others? 

A In some cases I have had to have assistance, 


or I wanted assistance. The field may be too big 
for me to take the whole thing myself, and I may 
give part of it to somebody else. 


Q Take the case of Silanco; did you promote 




















tans 4 > 
ye Shh % " p - < 7 \ 7 ae ue : Pa 


rs a : ae 
i. 1s a 


Se Se ee 
. ee - ie 
bi, 10% tat a Byel 
7 mL mae ; 
yiev 2x bias avec soy: pee bed a awa rs 4s cs | 


cok sedn 8 wsed ovad” bas e778 wor dott vidas | 
ay aay, 
ee ae 

le ae ree. amiga 6% avi Oy “aig ben <etB8y aioe 


Sa ee 
a 


= ‘ 
Jom Sonne. hoa’ sgt rdw. tot alti abaeras aad seauane: r 
i bees ae = : ees. p 
dads isk: mebtodivede ia? tiatetue jd madsen tty rte 
: | ad Nahe a i 
' | Qeogtio8 
f pe ar te 


} irigiee: at weet ca. je! 


Ror ive My 
yi 
Nal MY - "7 ° 4 = , ae * > " de i u , a 
arm GLEE & worn of Atl Rivowsh sical | 9. We 


sor evel. snins edd Io ebiay ino igoetg vig sods 


Oo soLtosty woe ee, Of scisskdne snot oe sset1990 
i \ Ra et a Wis 


ay 


cattsdounny Godse, tkw uonséite 08 es! ni ogereud 7 


ie! ae eS Wwe 
app ols Shiidehe tenn ie AR 
ar q vid 
Sgqels yeeano Som nd | Bes" a 
; Be iy coe typ ’ , Z 
. 29k if « 


‘isw. betsocges ieed even vo 4uvbeD: eno# at 


- 
ah 


a i 


f 2 _- 


3878 Cadesky 


that entirely yourself, or in association with others? 


A 
through. 

Q 

A 

Q 

A 

Q 
ventures 

A 


Q 


> 


Q 
A 


I originally promoted it myself, all the way 


And Yukeno? 

And Consolidated Yukeno? 

Yes, Consolidated Yukeno, 

Yes, I promoted that myself. 

Have you been associated in any of these 
with Mr. Kaftell? 

The odd one, yes. 

The odd one? 

Yes. 

He is also a promoter? Is that right? 
I think so. 


Are you associated with him in any venture 


No. 

What was the last one? 

The last one was Silanco and Cobalt Chemical, 
He is also ‘apace in that Cobalt area? 


That is right -- and the Cobalt Lode. 


Those were the three in which I was associated with 


him. 


Q 


Just before we leave the Cobalt point; the 


revival in Cobalt has been made possible by -- what? 
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By a bigger demand for Cobalt, and the higher prices? 


Is that correct? 


A Partially correct, 
Q What is the rest of the explanation? 
A The revival depended on higher prices of 


cobalt as a producer, 

Q Yés, I,mentioned that, 

A In view of the fact that we built a s.elter, 
the cobalt industry has been in the hands of a cartel 
at all times, 

Q An international cartel? 

A That is true. In view of the fact that we 
built a smelter, we got to the stage where the 
smelter was a reality, and it automatically brought 
up the price of cobalt. We had competition then for 
the first time in the history of the camp. 

Q Well, you mean competition -- with whom? 

A With other people biddin: for cobalt and 
silver under different circumstances than they ever 
did before. 

At one time we had no sales for it. 

The only smelter we had in Canada did not 
buy our cobalt, only when they felt like it. There 
was no other outlet, outside of one very little 


smelter, which was in Cincinnati, Ohio -- the 
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Shepherd Chemical, That was the only outlet they 
had. 

For that reason they could set any price they 
wanted, or they just did not have to buy, if they did 
not want it. 

That is what gave me the idea of creating a 


smelter where we would have an outlet for our »roducts, 


Q And the by-products as well? 

A Yes. 

Q “here is the market to-day for cobalt? 

A Oh, we have only one market; the government. 

Q The Canadian government or the United States 
government? 

A The Canadian government, 


And we cannot sell any place else. If we 


could sell it elsewhere, we dould get 40.00 a pound 


for it. 
BY THD CHAIRMAN: 
@ You said there was an embargo on cobalt? 
A Yes. And in the past year there has been 


pressure put on the price of cobalt and they practic=- 


ally doubled it. 
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BY isk. JOLLIFFE: 


Q What does the embargo mean? Does that 
mean that the United States get their cobalt through 


the channel of the Canadian government? 


A That I do not know. 
Q You do not know? 
A No. The Canadian government say they need 


all the cobalt here, and for that reason they put 
on the embargo. 
e had a contract with the American govern- 


ment which we could not fulfill on account of the 


embargo, 

Q Cobalt is a war material? 

A Cobalt is the most vital metal known to-day. 

Q ore vital than uranium? 

A Yes, Cobalt has more magnetic power than 
uranium, 

Q What is the significance of that? 

A “Without cobalt, you could not have jet 


propulsion. Without cobalt, you would not have the 
atomic bomb. You have to use cobalt in the atomic 
bomb. 

Cobalt has 325 times the agnetic power of 


any other metal. It is on top of the list, as far as 
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strategic metals are concerned, with the supply avail- 
able. 

Q What companies are in production of cobalt, 
lir, Cadesky? 

A The companies I mentioned to-day, and the 


Silver Miller, 
BY THs CHAIRMAN: 


Q What is that again? 

A The companies I mentioned to-day, the Cobalt 
Lode, Silanco -- there will be two more in production. 
There is another coming in, the Harrison Hubbard, and 
there are several others developing. 


The Silver Miller is in production. 
BY MR. JOLLIFFL: 


Q That was one of your promotions? 


A No, 
Q Whose was that? 
A That was done by Mr, Miller. I think Mr. 


Kaftell had something to do with that promotion. It 
is doing pretty well. It is paying about forty cents 
a share to-day. 

I think cobalt is very much alive. There is 


a lot of work going on, 
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The only problems are housing and fetoue: 

If we had housing, we could probably get the labour, 
They have imported about 40 D.P's which helps out a 
bit. They tried to import nore, but they did not have 
the housing. 

“e could put to work right now, 100 more 
men if we could get them, \’e are going to need at 
least another 100 or 150 men at our Penn Cobalt, but 
we have no houses for them, 

e) There are no houses for them? 

A No, ‘We will have to build accommodations for 
them, bunk houses, and so forth. That is all. 

Q Incidentally, ir, Cadesky, we did want to 
hear from ir. Kaftell, We gather he is out of town, 


Have you any idee when he will be back, or where he 


is? 
A I have not seen tir, haftell for quite a while. 
) “hat do you inean by "quite a while"? 
A I would say a few months, 
GQ Two months? 
A A few months. I understand he is out west in 


the oil business, and doing very well, I think. 
ey Have you interested yourself in the oil 


business at all? 
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A No, I have no knowledge of oil, and I keep 
away from it. I would rather stick to something I 


know something about. 


Q And that is base metals and ,old? 
A I have shelved the gold for the time being. 
Q You went from the fur business into the 


brokerage business? Is that right? 

A That is true. No, I did not. I went in as 
a salesman originally, in 1934, but I was only in the 
business for about three or four months, when I went 
into business for myself. 

The first man who broke me into the business 
was "Charlie" Rea -- "Ted" Rea. I knew him up in the 
north country, and was interested in a situation in 

which he was interested at that time, and that is 
how I got into the business, 

) You mean you worked for him? 

A At that time -- in 1934 -- yes. He was the 
first man I ever worked for in my life. 

Q But not for very long? 

A I could see this business ahead of me, and 
I thought I would go into business for myself. 

Q Were you born in Canada? 


A No. 














s 
‘i 


A i* au + slid 


hina - aped i boa sito ae se 


hay 


petet ane oe 16h me 88 ‘povlada, ro a 
od, a a adantoud’ wut ots nox gnaw wot ® 

foldg bs doit al “ent 

88 oe ditew Ds You: bk bi ol noua: at ded? Bs ag 


end aL. etto Baw 2 fod” oes at eLisnta, ange tae 




















5 
* 7 
ae A ay 


a 


Side 0 tea tee So wot 0) sents tugda. mot Bi 


anon aud ett OtTLE ‘st alowed “ontw rie Eris ee i ry 


, SH 


ld ib ay adst ial | tT seh “por? = boll Moka 


a8 ie oe , Hy Pe eky amen 


i 


ont npkiiaus te 8 at bedgoueaa enw Bae ier tatio9 


ek, Pails bis pais. seals 26 pysseasenh asi. cof, 


ea ee oe. 
| deantewd a ogat 08 pe i | 
Bure ‘ he re) i a Pa ie PP 


ond, eB oH “sae sn ek fk. ‘sal 


oF EE eo ne ica eon at : 


ri 
‘ fcr Mea) 
a5 





bee cy ot 19, Deptt 


leer 


3885 Cadesky 


m) But you are a Canadian citizen? 
A Yes, . bave been here all my life. 
W I gather you came from ur. Grum.ett's 


riding, and now you live in my riding? 


A That is right. I live in two ridings. 
*) How do you know that? 
A I live in Mir, Scott's riding, and I live 


in your riding, Mr. Jolliffe. 
BY TH. CHAIRwAN: 


@ In Peterborough? 


A Yes, I have a farm there. 
BY mR. JOLLIFFL: 


Q@ Amongst many of the statements which have 
been made about this business, Wr, Cadesky, we have 
heard some statements attributing a lot of the trouble 
and many of the complaints to the Americans in the 
business, as broker-dealers or as salesiien; what 
have you to say about that? 

A Vell, you have to blame it on somebody. 
That is about the way I would put it. 

Q) I am not associating myself with that 
explanation. I was wondering if you thought there 


was anything in it? 
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A I have not found any Brain te ar it, 2 
have not noticed anything different between the 
Canadians and the Americans. 

@ Is it not true that in the years before the 
war, when you were inthe business, there was not as 
much solicitation of american customers, as since 
the war? 

A I agree with that. I do not think you heard 
so much about them. Every now and again they give 
you a "blast" over there, but that has to come out 
every once in awhile. They come out and make an 
issue out of something, and this time it was the 
securities business. They have done that over the 


last twenty-five years. This is not the first time. 


Q In connection with the securities business? 
A Sure, This is not the first time. 
Q In the 1930's, when you were in the business, 


there were many complaints going on inside Ontario 
about the activities of certain salesmen. I think 
that during those days many of them were disciplined 
by the Securities Commission at that bine, but the 
pom) sires we hear lately seem to relate very little 
to what goes on in Ontario, and very largely to what 


goes on outside of Ontario. 
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A: Do you not think there is a propaganda 
campaign ad that is the reason for it? 

A Well, enlarge on that. Why would there be 
a propaganda campaign? 

A All you have to do is to read some of the 
literature over there, and if that is not high- 


pressure literature, I do not know what it is. 
BY THi CHalaiAN: 


Q@ It has been shown to be highly inaccurate; 
much more inaccurate than some of the brokers! 
literature sent from here. 


A That is what I think. 
BY MR. JOLLIFFE: 


Q What about the article in the Financial 

Post? ‘Iould you say that was propaganda? 

A I have not noticed it. 

Q Mr. Downer read one of them. I do not know 
whether it was made an exhibit or not. 

For your information, it was a front-page 
editorial in the Financial Post, which is a Canadian 
publication, and the genercel theme of it was expressed, 

I think, by a heading which said something to the effect, 


that "This dirty business must be cleaned up". 
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Why would m financial paper, like the 
Financial Post, say that? It could not be for 
oropaganda purposes. 

A I did not say the Financial Post was propa- 
ganda, but I do think that some of the statements in 
the American papers are untrue. If it was a true 
statement, nobody would object, and would not 
consider it as propaganda. 

I have been with the S.u.C., and it has been 
invited to come down and prove some of the statements 
made. They have had an invitation from the Broker- 
Dealers! Association, and I believe also from the 
Ontario Securities Commission. 

W Te sent them an invitation, too. How do you 
account for that? 

A I was wondering -- why squawk in one way, 


and then not come down and co-operate. 
BY THe CHAIRMAN: 


@ There was. an editorial in one New York 


paper which said they should either "come up or shut 


up" . 
A I think that is quite true. 
Q It was one of their own papers which said it. 


A I do not sympathize with that kind of propa- 
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ganda, 

wR. JOLLIFFE: “hich paper was that? 

THE CHAIRiiAN: The Herald-Tribune. 

WR. JOLLIFFE: At the time of our invita- 
tion? 


THE CHARAN: Yes, during the sittings of 
this Committee. I think I showed it to this 


Commi ttee © 


THE WITNESS: I want to tell you something 
and I can prove it beyond any doubt. I think it 
was in 1945, or 1946 -- I am not just sure which 
-- we went down to Washington on this 5.L.C. deal, 
when they asked us to come down and sit before the 
Committee. 

I brought all the clients I had in my house. 
TI never had one American client. I had files 
that high (indicating), refusing any business in 
the United States. Did I get any credit for it? 


I missed a lot of business. 
BY MR. JOLLIFFE: 


Q Well, in other words, when you were a 
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Brower) you decided not to solicit business in the 
United States? 

A I said up to 1945 or 1946. Idid not say I 
did not take any from then on, But up to that point, 
I never took a transaction from any American. 

Q I understand. 

A I felt I was trying to co-operate and play 
ball. Did they come back to me, and say, "Here, this 
thing is done wrong; you correct it"? Did they give 
me a chance to correct something which was wrong? 

No, they ignored me, and they ignored my lawyer, too. 
Did they come down and help me keep within bounds, 
on astraight line? 

Q The question is, down to 1945, why did you 
decide not to solicit American business? 

A Up to that point, Idid my own selling. It 
was versonal contracts. I did not employ salesmen, 

I did my own selling, and I was able to finance 

‘ personally all the issues in which I was interested. 
I did it all myself. I had a big enough clientele 
over a period of time, which enabled me to do so. 

Q Then you did branch out? 

A us I.took on more issues, I had to raise more 
money, and as my business was expanding, I had to 


expand with it. 
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Q And I suppose that at the present time you 
are not concerned about whether a broker-dealer has 
an option agreement with one of your companies? You 
are not concerned whether he gets the money from the 
United States, or Canada, or some other place, 

A I make a deal with the broker. The broker 
is not going to stand for me just telling him how 
he is going to get the money. I cannot dictate to 
a broker how he will get the money. Icannot run 
his business for him, 

Q No, not unless you agreed that it was to be 
done in a certain way. 

A hen a broker is licensed with the Commission, 
I assume he is a broker in good standing, and I 
assume that broker is going to conduct his business 
according to the rules and regulations of the Ontario 
Securities Commission. I expect that of him. I 
cannot question the broker in good standing, as to 
how he will canduct his business, 

Q Have you heard there is some solicitation 
going on now, or has been, from Toronto to Switzerland? 

A No, I have not. 

. Q You have not heard about that? 


A No. I do not believe that myself. I know 
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the odd. one has tried, but without any success, I do 


not think they have been successful. 


Q You do not think they have been successful? 
A No. 
8) You realize Switzerland has a different 


currency system than some of the other Huropean 
countries? 

A Yes. Switzerland has a lot of good currency 
there, and if the boys had any way of going and 
getting it, they probably would, 

Q I do not know whether you have seen this 
Exhibit, ir. Cadesky (indicating) -- this Bulletin 
published by the St. Louis Better Business Bureau, 
Have you ever seen it? 

A I have seen lots of those things. I do 
not even bother reading them, to tell you the truth, 
I have had stacks of those things. I do not even 
put them in the waste basket. I use other places 


for them. 
MR. HOUCK: Up on the farm, eh? 
BY MR. JOLLIFFE: 


Q What is your reason for that? Do you 


regard that as pure propaganda? 
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A I do not think I can regard that as anything 
else but. 
Q You see the curious part of it is, Mr. 


Cadesky, that this paper refers to certain Toronto 
broker-dealers and their issues, and publishes a 
cut showing some of their literature, and since the 
early part of this year, a lot of these people have 
lost their licenses, so apparently it was not wrong 


about all of them, 


A I feel sorry for the people who lose their 
licenses, 
Q You think they are the only veople who 


suffer as a result of their activities? 

A I don't know of anybody else who has 
suffered. I know people who are still reading 
that stuff, and still buying stocks, because they 
pay no attention to it. 

Q You think the SXcurities Commission had 


pretty good reasons for cancelling these licenses? 


A Let the Securities Commission speak for 
itself, 
Q You said earlier that the Securities Commission 


was doing a good job. 


THE CHaIRi.AN: How does he know the Securities 
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Commission is right or wrong, in something he has 


never read. 
BY MR. JOLLIFFE: 


Q You do read the published decisions in the 
Bulletin? 
A Someti es; not very often. I do not get 
that issue. I am not a broker-dealer, and I do not 
get that issue. 
) But you have seen some of them? 


A Yes. 


THE CHAIRMAN: I get a lot of law reports I 


never read, 


THE WITNESS: I will say this much; if I 
have to criticize the Commission for anything at all, 
I would criticize it for sending out that Bulletin, 


because that gives them propaganda for these papers. 
BY MR. JOLLIFFE: 


@ You think they are supplying ammunition for 
propaganda in the United States? 
A Quite true. 
Q You would not want them to hush it up, if they 


had reason for cancelling a license, or suspending a license? 
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A I wore not want to see anybody else suffer 
because someone is off the beaten path. That is my 
reason for saying that. That is only a matter of 
Opinion, but it has always been my opinion that it 
serves no useful purpose, 

Q Would you agree that it at least serves the 
purpose of invorming other securities commissions of 
what has been done here? 

A I think if other securities commissions want 
information, they are not averse to writing here and 
asking for it. Why put the wood on the fire? That 


is where they get their propaganda. 


Q It would not burn, unless it is inflammable 
material, 
A It does not take much to start it up, though. 


That is just an opinion of my own, and is not in the 
form of a criticism. 

MR. JOLLIFFE: I think that is all, Mr. Chairman. 

THE. CHALRiwAN: Are there any other questions? 

(No Response) 

Thank you very much, Mr. Cadesky. Your 
evidence has see very helpful. 

THE WITNESS: Thank you very much, gentlemen. 
I have enjoyed beens here, and was very glad to come here, 


---The witness retired. 
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THE CHAIRMAN: “hat shall we do in the 


morning? 


MR, JOLLIFFL: What is the news from lr, 


Bigelow? 


THE CHAIRMAN: I spoke to ur, Bigelow, They 
are still sitting on their investigation, I believe 
they are sitting to-day. They think they know who 
some of the people are, who are at the bottom of these 
matters, but they are not prepared to say anything 
about them at the moment. 

I will prefer he not come on just at the 


present time. 


MR, VILLENEUVL: I do not think it would be 
right to bring him now, if there is anything that is 


not finished, 


WR. HOUCK: I think we had some further 


questions to ask of lir, Lennox. 


MR. JOLLIFFE: Yes. I might say, for the 
information of the Committee, that I am very anxious 
that Mr. Kaftell should appear before this Committee. 
The situation there is quite different eromuenet of 


Mr. Cadesky. Mr. Kaftell may be awoy from Toronto 
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for perfectly good reasons, but earlier in this enquiry 
he expressed great anxiety to talk to me about the work 
of this Committee. I declined to do that, as Iwuld 
much prefer he talk to the Committee, and Iwant him to 
appear before the Committee. 

If he has something to say, Ido not want it 
to be said to me privately under any arrangement he 
may make. I want him to tell the whole Committee, and, 


if necessary, I think we should subpoena him. 


THE CHAIRinAN: The information we have is that 


he is not in town this week. 


THE SECRETARY: He is away from his office, 
and they do not know how lon; he will be away, and 
apparently they do not know how to get in touch with 


him at the moment. 


MR. JOLLIFFE: That is the answer I expected 
from his office, but I do not think that is a satis- 
factory anwwer. He has a substantial business in 
’ this city, and nobody can tell me they do not know 
when he will be back. I think they could find out, 


if they wanted to, 


THE CHalRuAN: If it is necessary to subpoena 

















meat ae ee nie 
st tie: add an pa, a ates, oa webs den 


eh ; 


nino kala Bathe Od. oa bank taeb a | 
od ail Soe eh br 999980909 ote oF dias of pap hend 


“seein sae oreied sesqas: 


h ae 4 iy 


oot '§ q 
Hi Snir: dor ot ee “tae ot sutdvoube: nad od mas a4 nae i 
» ey eS 


9 ii dienoasnies MOR TORII logartie, om Jor bites. or od 
QA DNS O89 SLmmoOS.BL oniw: Re i 0st ot utah ace 2 lan 
tae saoagdens ay ivonte vt oe a Ries 3 Ne 


ion) ef aved. ow sokdsan: sat. ast | hae ALD aa 





ae ae at tog. aa wed woot tan oc wth nae 
; eine era oT geet 
sae te io | 


ape, i W) 





* posgaqea L srewenae oda: at saat sriniot. os 
Lavdaetg ak Fahy, ain bt, oh oo ‘ ud spoita ai aon 


a 


| wi aeonkeud Ind oe ey eat ot 


3898 


him, there,is no reason why we should not. 


MR. JOLLIFFE: I have reason to believe tnat 
it probably is necessary to subpoena him, Iwould 
not say this, if I did not have a reason for saying 
sO. 

The Committee will notice I did not say 
anything like that about lir. Cadesky, or any other 


witness, for that matter. 
WR, GRUMMETT: He may be out of the Frovince. 


MR. JOLLIFFE: I think he is, but he has a 
big business here in Toronto, and there is no 


reason why he cannot be available. 


THE CHAIRMAN: I have heard indirectly that 
he ix out of the province, and his office, apparently, 


is not very helpful. 


THE SECRETARY: He has been written to, as 
well, inviting him to appear, and the date suggested 
was the 15th. That letter has just gone out. 


' Whether he will reply to it or not, I do not know. 


MR. JOLLIFF: For the assistance of the 
secretary, I might say he has one or more associates 


here through whom the matter might be emphasized. 
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There is lr. James F. Lawrie, who is associated with 
him in a printing company. 


I think he could be here, if he wanted to. 


THE CHAIRMAN: Then suppose we leave it 
this way. If we cannot get any satisfactory reply 


from him, a subpoena will have to issue. 
MR. JOLLIFFE: Yes, 


MR. HOUCK: And we might hear iir, Lennox 


in the morning? 


THE CHAIRMAN: Mr, Lennox does not know that yet. 
I do not know what his engagements are. Iwill find 


out. 


wR, JOLLIFFE: If we meet to-morrow morning, 
which is quite satisfactory to me, could we meet at, 


say, eleven o'clock? 


THE CHAIRMAN: I. have to leave at twelve o'clock. 
I have a luncheon engagement downtown, and I have to 
deliver an address to the umpire Club. 

Then there is the Cabinet ieeting to-morrow 
which I have to take, because the Premier will be 
away. I will be rather tied up. The Cabinet 


meeting, however, can take place in the afternoon. 
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MR. HOUCK: I think eleven o'clock would be 


all right in the morning. 


MR. JOLLIFFE: The Hon. Attorney-General 
(Mr. Porter) will be »retty busy. It might be 
better if we met in the afternoon. The fact that we 
met in the Session last week, and have sat on this 
Committee the first three days of this week, has 
presented me with some difficulties on other matters, 


and I imagine the Chairman is in the same position. 


THE CHAIRMAN: Very much so. I do not know 


how long I will be tied up in the afternoon. 


MR. GRUMMETT: If you dispose of the Cabinet 


meeting in the morning -- 


THE CHAIRMAN: I think it is called for the 


afternoon. 


MR. JOLLIFFE: ould it suit you any better 


if we met from 9.30 to 12.00 o'clock? 
WR. HOUCK: That is all right with me. 
‘MR. GRUMMETT: That suits me. 


WR. JaNGS: I will make it agreeable. 
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MR. GRUMETT: If we meet to-morrow, I cannot 
go home until to-morrow night, as our train service 
up there requires that you book accommodations for at 
least a week ahead, I like to know when the meetings 


will be over, so I can go down and book my reservation. 


wR, JOLLIFFE: If br. Lennox is available, I 
have personally two or three points I would like to 
have clarified. I do not think it will take long. 

I think it would be a lot better for me, 


if we met either in the morning, or in the afternoon. 


THS CHAIRMAN: I will have difficulty in 


the afternoon. 


MR. JOLLIFFE: Let us meet in the morning then. 


MR. HOUCK: It might be better for me, Then 


I could catch the afternoon train. 


TH CHAIRMAN: Can you make it ten o'clock? 


MR. JANES: Any time you say, but not before 


seven o'clock, 


THE CHAIRMAN: We will adjourn this meeting 
until ten o'clock to-morrow morning. 
---The further nroc 2dings of this Committee adjourned 


until Thursday, October Ath, 1951, at ten o'clock a.m. 
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Toronto, Ontario, 
Thursday, Uctober 4th, 1951, 
At 10 o'clock a.m. 


---The further proceedings of this Committee re-convened 


pursuant to adjournment. 
---All parties present. 


---came sppearances as heretofore noted. 


THL CHALIRi.AN: Gentlemen, we will now come to 
order. ‘je have iir. Lennox here. I think some of the 
members of the Committee wanted to ask him some further 


questions, 
MR. JOLLIF’L: Yes, I have one or two points 
I want clarified. 
OSWALD ELMER LENNUXZ, 


A witness previously heard now recalled, and who, | 
having been already swarn, continues his testimony 


as follows: 
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BY MR, HOUCK: 


Q There wes one question about which I was 
rather perturbed, I think ary Villeneuve or Ir, 

Janes brought in a report from a paper showing where 
180 Canadian stocks were barred from listing in the 
United States. What is the explanation of that? 

A As far as I can ascertain, that is linked up 
with these regulations of the 5.2.C., against a broker 
in the United States filling an order to buy Canadian 
stock, if the Canadian stock is in the course of 
primary distribution. 

That is the matter to which I referred before, 
when I referred to Section 5 of the Securities and 
Exchange Act. 

The situation, since I gave evidence formerly, 
has clarified materially. The American authorities 
simply took exception to Canadian issues being sold, 
when they were in primary distribution, when an 
offering is being made in the United States, and when 
it is not registered in the United States. 

The 181 issues which have been mentioned in 
the Fress cover all issues which have been subject 
bats cease and desist order, or top order, and issues 


which hsve been, shall I say, "touted" in the lited 
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States, through investment counsel, and so forth, 
and esieiy some issues which have been sponsored 
through word of mouth, that is, through the "grape- 
vine", as it were, 
As it stands now, that 181 names includes 
a lot of issues. It goes back over a period of years. 
I do not think it will adversely affect legitimate 
Canadian advertising. It does not act as a vrohibition 
against well-seasoned stocks, and well-tested stocks, 
as it did when it was first enforced. 
And so, over all, I am very pleased with the 
Situation, rather than being alarmed about it. 
Q It does not cover existing issues? 
A No, it goes back to issues qualified earlier 


than 1946, I believe. 
MR. HOUCK: That clears that point up. 
11k, JOLLIFFE: Have you finished, Mr. Houck? 
MR. HOUCK: Yes. 
BY MR. JOLLIFFE: 


yw kr, Lennox, I have another question with 
regard to our American friends, You will recall, 


one of the exhibits -- the Better Business Bureau 
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Bulletin of St. Louis -- we got a list -- parhape not 
a complete list -- but, anyhow, a fairly large list 

of Toronto brokers against whom there were orders or 

actions pending, in the United States. 

You will recall I used that list, or part of 
it, in examining files of literature. 

In looking at the list of broker-dealers who 
are now registered, I noticed that there are some, who, 
according to my understanding, have engaged in 
mailings to the United States. That is to say, they 
have solicited business in the United States which 
over tnere is considered unlawful? 

A Yes, 
Q And these orders of the United States Post 
Office Department, based apparently on investigations 
by the 5.E.C., have been made, I suggest to you, 
against some of the Toronto broker-dealers who solicit 
business in the United States, but not against all the 
Toronto dealers who solicit business in the United 
States. 

Do you agree with my suggestion? 

A That is quite possible, lir, Jolliffe. The 
Bomar authorities based their orders on fraud. The 
See nere ates Simply issued cease and desist orders. 


oS Well, has it been drawn to your attention, 
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or have you heard any complaint, that certain Toronto 
broker-dealers seemed to be immune from these United 


States fraud orders? 


THE CHalkilaN: Have we not had some evidence 


about that earlier? 


THE ITNESs: Yes; I gave some very definite 
evidence on that matter, earlier in the enquiry. I said 


I had very little faith in the postal ban, of wiarch, 


1942. 
BY MR. JOLLIFFE: 
@ Yes, I remember you saying that, 
A Because I thought the authorities had been 


acting on information gathered by some official of 
the 5.H.C., and the official of the 5.:.C. who was 
responsible for gathering that information, was acting 
on local information which was absolutely biased. 
That is all in the evidence. 

Q Yes, I recall you saying that, but the point 
is this; you tell me whether or not you agree with this 
poereds ict: that one or more of the Toronto broker- 
dealers who engaged in very heavy mailings in the 
United States, never had any orders in the United States 


issued against him. Do you agree with that? 
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A Does that not dove-tail in with my evidence-- 
THE CHAIRiiAN: That is what he said before. 


MR. JOLLIFFE: He said before it was the 


Ottawa list, which was only a partial list. 


THE CHsarIRiMAN: No, no. That is a different 
point entirely. Mr. Lennox is very clear. He said 


there was some apparent discrimination existing in 


regard to the orders made in the United States, 


THE WITNESS: That is absolutely borne out by 
an exhibit I put in, a letter I wrote to the Broker- 
Dealers' Association in November or December, 1950, 
That was put in here as an exhibit. In that letter I 
said to the Broker-Dealers' Association that if we 
got into further difficulties regarding the heavy 
mailings to the United States, the Commission would 
make its own investigations to find out who was, in 
fact, responsible for this trouble, rather than looking 
at the people who got into trouble. 

I think that letter bakes it perfectly plain 


that is what I was thinking of, at that time. 
BY wR. JOLLIFFE: 


Q That was some time ago. Since then a good 
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deal of water has gone under the bridges, Would you 
Say it is still true that there appears to be some 
distinction between Toronto Broker-dealers who 
solicit in the United States? 

A No, I do not think I could say that regarding 
recent orders, Mr. Jolliffe; although I will say that 
there is a possibility that some broker-dealers have 
become notorious, you might say, or who seemed to have 
the happy faculty of accumulating a lot of orders, 

Q And there seem to be some who are strangely 
immune from orders, are there not? 

A Not regarding recent teen I would say 
there is no discrimination on recent orders on the 
same footing as I pointed out there was in March, 
1950. 

Q Well, would you mind looking at the sixth name 
in the right-hand corner of the right-hand page 
(handing document to witness). That (indicating) is 
a very large house, is it not? 

A Yes -- extremely. 

Q And that house has solicited heavily in the 
United States? 

A Not to my knowledge. 


= 


Q Not to your knowledge? . 
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A No. I do not think they have been soliciting 
heavily in Ontario. 

Q They advertise? 

A Oh, yes, they advertise, They advertise 
extensively. If you pick up this morning's copy of 
The Northern iner, you will see a full-page advertise- 
ment. 

The issues I know of which have been sponsored 
by this house in recent months, have been listed on the 
Stock Exchange itself, within one sionth after they have 
been qualified. 

Q Oh, yes, I realize that. 

Let me show you another one (indicating). 

A I do not think that person would dare solicit 
in the United States, because he is an American citizen, 
and he goes across the border frequently, 

Q “hat about the one at the top of the left-hand 
column of the right-hand page (indicating); that 


(indicating) is a pretty big house, is it not? 


A No, I do not think so, 
8) You do not think so? 
A No. I think, tir. Jolliffe, you may be con- 


fusing that with a house with a somewhat similar name. 
That (indicating) is a member house. 


Q “ell, what brings this up, apparently -- the 
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complaint, of course, is that we have a list of those 
known to have orders against them, and there seem 

to be some houses which are conspicuous by their 
absence. However, it may be just accidentally. 

A I do not recall. Of course, I do not see all 
the correspondence which comes into the Commission, 

Regarding the first name you mentioned, I do 
not remember a sinzle complaint coming in from the 
United States covering literature mailed in the United 
otates. 

Q Now, another question we have been concerned 
about, is that of the middle-man, and you will recall 
what you told us about that, and we have tried to get 
some information about it from people in the business, 
but I am afraid we did not get very far. ‘hat we got 
were promoters, instead of middle-men. 

Are you in a position to say any more about 
the "middle-men" who are really promoters, but do not 
seem to serve any useful function, and yet appear in 


certain deals? 


A I think I might clarify that whole matter, 
Q Well, I wish you would, 
A _ Certainly I never intended to criticize a 


promoter who is a mine builder.,: 
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There are lots of them here. 

I use the term "middle-men", solely for the 
purpose of identifying the person who takes the original 
under-writing or option from an issuing company, and 
passes that on to a broker-dealer at an unreasonable 
mark-up, when that person does not add in any way, 
shape, or form, to the development of the property in 


question. 


BY THE CHaIRiAN: 


Q Did you not have some other name you 


used? 
A Yes, 
Q What was it? 
A "Taxing companies", 
Q "Taxing companies"? 
A Yes. That is not my name; it is a name used 


by the Stock Exchange in trying to agree upon certain 
definite policies covering the options, 

I also explained that tnis idea of a company 
taking up stock from the Treasury, rather than from 
the broker-dealer who can make an offering to the 
public, stems from a bal problem, and that is where the 
name "taxing company" arises, 


I do not think it does them any good 
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from ataxation point of view now, ere has been 

adopted, and it is hard to get rid of it. < 
I heard the argument from various broker- 

dealers that if there is a price ceiling set between 


the price paid to the Treasury and the offering 


price -- 
cur What does it matter how the profit is divided? 
A My answer to that is, that the price fixed 


by the Broker-Dealers' Association is a ceiling, and 
one of the saving graces about the generosity of that 
price, is that a very small percentage of dealers take 
full advantage of the ceiling. Most of them sell under 
the ceiling, 

But if there is a middle-man in there, who 
is getting a spread of five cents or ten cents, then 
the broker is force dto sell it at the top price. 
Unless we eliminate that unnecessary profit, we can 
never expect to get the offering price to the public 
down to & reasonable basis. 

That is why I recommended amending the Act, 
and the Act was amended accordingly, requiring, disclosure 
of all sub-options, as well as. options, 

Q Gee eliminated the middle-man pretty 
well, cutting him down to one-half cent a share, 


A I.have this feeling, that it is completely 
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under control now. 

I would say when it is a question of granting 
an assignment or an option, there are quite a few 
promoters which are following this pattern now, and 
that is, an under-writer or optionee will not grant 
any Sub-option, but employ the services of 4 broker 
or broker-dealer as an agent. It is pretty hard, under 
those circumstances, to control the division of profits. 

Q ‘le encountered that case the day before yester- 
day -- that very point. 

A hen I wag last here I said that was one of 
my chief concerns, 

Q I think you did mention that? 

A Yes, and it still is a concern of mine, It 
still is a problem, 

Q I suppose the only way that could be prevented 
would be to require all under-writings andéption agree- 
ments to be made between the company and a registered 
broker-dealer? That is the only way you can get 


around it, if there is going to be any offering to the 


public? 
A Yes, that is the only way you can get around 
Bat. 
Q And usually that would not unduly hamper those 


companies, because if a promoter wanted to do a little 
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whder-writings the company could make an agreement 
with him first, and he could take down his stock, and 
put whatever cash in, he was able to, and then sub- 
sequently the issue could be qualified with you, with 
an agreement between the company and a broker-dealer, 

A The way the Act stands now, the Commission 
could not say that we would not accept under-writings 
from the companies, or persons who are not registered, 
because that transaction is absolutely exempt under the 
provisions of the Act, the transaction between an 
issuing company and an under-writer, 

Q Yes, but where there is to be an offering to 
the public, surely you can --and you do already -- 
you do not qualify an issue unless it meets certain 
requirements laid down by the Commission? 

A Yes, but our requirements cannot be incon- 


sistent with the purpose and intent of the Act we are 


administering. 
Q And is inconsistent about it? 


A It strikes me as inconsistent when the Act 
recognizes an under-writer who . not a registrant, 
and the Commission says, "We will not accept any issue, 
unless it is with a registrant," 

Q I am not sugeesting you. should not suggest 


any issue; all I suggest is that it is open to you 
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where there is a public offering by a broker#dealer 
with an agreement in respect to the shares to be 
taken down from the Treasury to see that it should be 
direct between the issuing company and the registered 
broker-dealer? Surely you can do that? 

A I am afraid I do not agree with you. It must 
go through the hands of a broker or a broker-dealer to 
be made a public offering. 

When the Act says that a transaction betwean 


an issuing company and an under-writer, or. between 


under-writers -- is exempt from the provisions of the 
Act -- 
Q That transaction may be exempt, but trans- 


actions by which shares are to be offered to the public 
are not exempt. That is where you lay down certain 
requirements, as you do, 

A You are stressing the point when an offering 
is made to the public. All the filings are for the 
purpose of making a public offering. 

oa - That is my point; you are not interested in 
the picture, unless there is to be a public offering. 
If there is to be a public offering, an can 
require that the agreement be directed betmeon the 
company and the broker-dealer who is registered? 


Surely there is nothing inconsistent in that, 
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A Then what happens if the shares get out in 
poe hands of the under-writer? Then he owns them. 

Then they come in and qualify the transaction with the 
Commission for the purpose of making a public offering. 
We would have to say then, "We cannot deal with those 
shares you have already under-written; we are only 
dealing in respect to the residue which are not subject 
to under-writing or option." 

Q Do you not have that situation now, and is 
that under-writer not usually a promoter who is 
interested in the success of the public offering? 

A No, there are more cases where the under- 
writer is a taxation company, 

Q A taxation company actincs on whose behalf? 

A Probably there is some link-up between the 
taxation company and the promoter, but it is not 
disclosed, 

Q Perhaps it is not disclosed, but the taxation 
company usually does not energe out of thin air; it 
comes into eelecernas to sekve someone's interest. 

A As 1 said, it came into eel aes years ago, 
from a taxation noint of view. 

Q To serve some interest? 

A | Yes, 


Q That would be the promoter, would it not -- 
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as a rule? 
A I suppose so. This is not a new question, 
Mr. Jolliffe. It has been canvassed. 

I find that a lot of these things are 
accomplished by easy stages. The Stock Lxchance has 
introduced, as one of its policies, a provision that 
all under-writings or options by a taxation company 
should be guaranteed. The guarantee, would, of 
necessity, be by a member of the Stock Exchange; other- 
wise it would not be enforceable. 

The Commission cannot invoke that provision, 
because if the Commission said that somebody had to give 
a guarantee to the issuing company, and there was a 
link-up between the issuing company and the under-writer, 
and the guarantor, how will you make them enforce the 
guarantee? They would just sit back, and would not 
enforce it. 

But the Stock Exchange has control over its 
own members, and if they got a guarantee from one of 
their menbers, it is a worth-while guarantee, 

But, on the other hand, if people are 
anticipating listing on the Stock %xchan;e, they will 
realize that the existence of a taxation company in 
the picture may cause them eubarracsment later on. 


That is a step in the right direction, in 
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dealing with this problem. 

Q You see, we understood you to say previously 
that you have eliminated unjustifiable profit by the 
middle-man who served no useful function? 

A That is right. 

Q Secondly, that the taxation company no longer 
serves that purpose that it did, because of ee eres 
in the tax law? 

A Yes. 

Q But the question which still remains unsolved, 
I think, as far as I am concerned, is why does the 
middle-man still appear? 

A Well, I think these taxation companies or 
middle-men are oftem in a sense bookkeepers for 
different interests, When the shares are released 
from escrow, they see that they are divided according ~ 


to agreement. 
BY THE CHaIRiAN: 


Q@ As far as you see it at the present time, 
with the restrictions you have placed on the middle-men, 
is there anything you see about that situation which 
does any harm? 

If they have a middle-man, under tisedondia ore 


you have laid down, does it do any harm? Does that 
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affect -:the public at all? 

“A Only when a so-called "middle-man'"' or 
"taxing company" employs the services of a broker or 
dealer asan agent. I do not think that is so very 


serious. 
BY MR. JOLLIFFE: 


Q Does that not place the broker-dealer in 
an anomalous position? In one sense he is offering the 
shares to the public as a privici pal’. and in another 
sense he is simply acting as an agent for another 
principal, who is not a registered broker-dealer? 

A No, I think he is acting as an agent. It 
might appeal to some broker-dealers in this way; that 
they know just exactly where they are at, They know 
they will have the stipulated commission, and they are 
Satisfied with that, It appeals to them as being 
safer than going into a sub-option agreement. 

Q But fe ig a little anomalous, is it not? 

A I do not see why it is, Mr. Jolliffe. The 
best form of financing of all, would be that a 
company did not grant any aption or under-writing 
at all, but euployed an agent to sell it, 
ae I do not know whether it would be the best, 


It might be. I do not know. 
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A I think it is more or less ideal, and I 
‘think it is consistent with some of the proposals you 
placed before me in a previous hearing, that if the 
company is successful, then the capital stock is 


theirs to orofit by. 
BY THE CHAIRMAN: 


Q But not tied up with an option at a fixed 
price? 


A No. 
BY WR. JOLLIFFE: 


@ There is another species which you may have 
dealt with, but I do not recall it. That is, the sub- 
broker-dealer, 

A Oh, well, the sub-broker-dealer -- there are 
three of them, are there not? 

Q Yes, there are three of them. 

A Yes, They are people who are in outside 
towns, and do not devote their full time to the 
business, Usually I think you will find they are 
insurance agents, | | 

Q Mr. MceTague, I think, mentoned "retired bank 
managers"? 


A That is quite possible; we have a lot of 
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these in the civil service, too, I believe. 


Q ftre they recognized inthe act? Ido not 


recall. 
A These sub-broker-dealers? They must be, 


yes. On Page 566, you will find: 


"(s) 'Sub-broker-dealer' seans an individual 
who, being retired from active business 
or as incidental to his principal occupa- 
tion and as correspondent of any investment 
dealers or broker-dealers or both, trades 
in securities for a part of his time in 


the capacity of an agent or principal," 


Q I see. All right. That clears that up. 
Now if no other member of the Committee has 
a question to ask you, I might say that we had a witness 
before us on lionday, a Lr, Sutton, representing an 
organization, the name of which I fail to recall -- 
the Stockholders! Union -- or something like that. 
He ade a number of statements about securities 
legislation in general, and our legislation in particular. 
One particular allegation he made, ter which 
I certainly cannot agree, and upon which L£ would like 
your comment, was that the shareholders have lost many, 


many millions of dollars as a result of what he called 
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"pulling the plug", and he mentioned cancellations and 
suspensions by the Securities Commission during the 
course of primary distributions, and he attributed the 
very low market value of a great many shares to-day, as 
being due to the fact that thé Securities Commission 
intervened while the stock was being offered to the 
public, and ruined its chances of success. 

He went as far, I think, as to say that 
invariably this meant the end of the issue -- that it 
was finished, 

I think in all fairness, you should be given 
an opportunity to comment on that assertion, which I 
may say I think impossible, and which I, myself, think 
was a bad proposition.,. 

A I think the best comment I could make woula 
be tosend for mr. Sutton's files from the Comuission. 

Q It would be an interesting file. 

A I have not bothered to jook at it, but I 
understand it is rather interesting. Perhaps not as 


interesting as his evidence, but still interesting. 


Q Was he ever in trouble with the Commission? 
A I have not checked, but that is my under- 
standing. 


MR. JANES: He admitted he had been. 
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BY MR. JOLLIFFE: 


Q He said that things had got to a point 
where it was no longer profitable to be a broker on 
account of the restrictions, and he had given up 


his license a few years hack. 


(Page 3924 follows) 
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A. I do not know. I have been accused of being 
too easy going, and I have also been accused of being 
too etic; I try to keep a happy ey eee 

ae On this particular point, his assertion in 
regard to dealings in stock, that cancellations and 
suspensions have ruined a stock which otherwise would 
be more valuable; what do you say about that? 

aa I will repeat the same evidence I <ave before. 
The biggest mistake 1 made was when I took over the 
Chairmanship of the Committee, that I vas influenced to 
some degree along this line, I thought if I cancelled 
a broker's registration, it adversely affected the 
issuing company. I think that is the worse mistake I 
ever made, because if the issuing company is going to 
employ the services of a broker or dealer who is not 
conducting himself properly, the chips must fall where 
they may, 

If that had been the policy of the Commission 
throughout this past twenty-two years, that is, during 
its twenty-two years existence, I do not think we would 
have the difficulty we have now. That is my idea. 

You must punish fraud or misrepresentation, or 
whatever it may be, and if the issuing company has any 
merit, it will survive. 


Q. Is it not a fact that in some of these cases 
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where you cancelled or suspended, other broker-dealers 
have taken over the issue and gone ahead with it? 

A, On, definitely. 

Ge That was my dndarietandtne: ir, Sutvon's story 
is quite different. 

A. I cen give you cases where they have been 


revived successfully, 


BY MR. GRUMMETT: 

Q. Tht is, a company which has merit, has 
nothing to fear from the cancellation of a broker's 
license? Its own merits will bring it up, in the hands 
of another person? | 

A. Definitely. I can recall a cancellation which 
took place in February or March, and now the issue is 
listed, and doing very well. 

Another broker -- I can give you cases, if it 
is necessary -- took over an issue immediately, and 
outside of a little temporary embarrassment, it did 


not affect the company at all, 
MR. JOLLIFFE: I think that covers the point. 
MR. GRUMUETT; Yes. 


iR. JANES: We have been sitting quite a 
while, Mr. Chairman, and there has been a lot of 


evidence come out here. 
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THE CHAIRMAN: Quite so, 


BY MR. JANES; 

Q. In your connection with these different 
companies, and with brokers and the S.H.C., have you 
noticed any difference in their feelings toward the 
Co. mission? 

We have been pretty well reported in the news- 
papers, and I think the public has the right to all the 
evidence iven here, and I was wondering if there was 
any reaction to it, 

A, I will deal with the public first. I find 
that the communications from the public are more con- 
structive; they are assisting the Co mission, rather 
than just attempting to get their money back. I fina 
that throughout the United States, Cuneda, and Ontario, 

As far as the S.E.C. goes, I found the situation 
has vastly improved. All my dealings with the S.m.c., 
now are on @ very high plane, and a constructive plane. 

I do not want to gO into too many details, 

I made a trip to the West, and including 
Our province, there were six provinces represented. 

The \estern provinces were represented, and New 
Brunswick was represented, and the discussions there 
were with an entirely different trend than they were 


three years ago. I think the Western provinces give 
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Ontario credit for constructive policies. They are 
adopting ‘our policies, that is, policies which Ontario 
has introduced, as a matter of course, and we are 
already planning a conference in Toronto, if possible, 
at the end of November. 

All the way through, I think this has 
assisted the Commission in its administration, with 
possibly one exception, such as the evidence given by 
Mr, Sutton, the other day, which seems to give courage 
to certain people to be of very little assistance to 
the Commission, 

He gave evidence on \ionacay, and on Tuesday 
the very first thing when I got to the office, I 
reteived a telephone call from a person who was evidently 
intent on insulting me, after listening to Mr. Sutton's 
evidence, 

Finally he said, "If you feel that way about 
it, Mr. Lennox, all right", I said, "That is just the 
way I feel about it, because I will not be subjected 
to threats or innuendoes in the administration of my 
office", 

I meant that the type of evidence Siven by 
Mr, Sutton does harm, However, the rest of it, I think 


has done a lot of good in this province, 
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BY MR. JOLLIsTFE: 
Q. Would you mind telling us, what was the 


meeting in the West? 


THE CHATRMAN: This was a recent meeting of 


a few weeks ago, was it not? 


THE WITNESS: Yes, There were several matters 
on the agenda and passed. | 

I think the discussions more or less followed 
this line; that the Western provinces were anxious that 
we would agree udon a policy whereby an issue would 
first be qualified in the province where it was situated, 


before it was qualified in any other province. 


There is, naturally, a great deal to be said 


in favour of that, 


BY MR. GRUMVETT: 
Q. That is, where the mine is situated? 
A. Yes. 

My approach to that problem is this; if we 
were going to adopt that policy, it first would be 
necessary to have other uniform provisions. I mean, 
if we-are going to have registration and qualification 
along those lines, ‘we dioula have a uniform policy with 
respect to vendors' licenses, and a uniform policy with 


respect to release from escrow, and, above all, to 
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facilitate that whole matter, why should we not have 
a uniform prospectus? That is the basis of filing, 
and it facilitates filing right across the Dominion, 

I peinted out to the various Comissioners 
that Ontario had taken the first step toward 
uniformity by adopting a prospectus which would meet 
the requirements of the Dominion Companies! Act, as 
each province is obliged to prepare a prospectus 
regardless”. of what they were going to do with it, 
and there was no reason why we should not all have the 
same form of prospectus to facilitate filing in all 
provinces, and that the same policy regarding vendors! 
Shares and so forth, so that securities would be offered 
on @ uniform basis throughout the Domirion of Canada, 
With that, I thousht that Ontario could very well fall 
in line about the question of first qualifying in the 
province where the property is located. 

Following that suggestion on my part, it seemed 
to be accepted fairly well in principle by the others; 
they then suggested a further meeting in the central 
part of Canada, where we could get a better representa- 
tion from the East, That is what we are working on 
now, 

If we have that, matters of discipline and 


other matters are only secondary. Tnat is the primary 
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purpose of facilitating a Dominion-wide securities 


administration. 


BY MR..HOUCK; 

Q. Mr. Lennox, we had Mr, C:desky before the 
Comittee yesterday, talking about the bulletins you 
issue. If I recall it correctly, he thought they were 


doing more harm than the good they accomplished. 


THE CHATRMAN: I do not know that he quite 
said that. He was referrins to the publication of the 
cancellations of licenses, I think that aspect of it 
was under discussion, and it was his personal view that 
the publication making that information generally public, 
did not serve any great purpose. 

Was that more or less your recollection of LW 


Mr. Houck? That is what he was talking about. 


THE .ITNGSS: My opinion is that has done more 
to fortify the administration in the province than 
probably any other single item. te have been criticized 
by other provinces. Ontario is the only province or 
state, 1 think, possibly, which Supplies a complete 
record of everything we do. 

Another province may criticize the Onterio 
administration, but we are not in a position to criticize 


them, because we know nothing whatever about them. 
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Waen IT us out We.v, TE . ought they apparently 
have their problems, too, although they do not publish 
them, 

My icea is that has eae of a great deal of 
assistance in the administration; it has prevented a 
lot of people who are obviously not entitled to 
registration, from applying, because they fear the 
adverse publicity, they would receive if the reasons 


for their rejection were published, 
BY TH: CHAIRMAN: 
Q. De .ov the other provinces, or any of 


them, have similiar bulletins? 


A. I ’c not know; not all do. 


BY MR. JOLLIFFE: 


Q The S.E.C. cuclishes a bulletin? 
A. Yeu, but if you look at the S-curities 


Divest -- I remember you had a copy -- and see the 
Sei.C, z+leases in there, they do not give anything 
like the information we give, regarding underwritines 


and options, in our book, 


BY MR. JANES: 
Q. It :ust be a wonderful help to other 
securities coumissions to have this record of your 


Commission, when somebody comes in and asks for a 
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license? 
They can check up and if we did put that out, 
they would have the same opportunity, 
i. Yes, I think it is a great help, I think it 
has been quite a factor in better relationships with 


the S.E.C. 


BY THE CHzTRMAN: 

Q. Does it not also serve this purpose; that 
any body, such es a securities commission; dealing with 
& great many people in the financial world, in one form 
or another, may have persons who are always suspecting 
that somebody has got something he has not sot, and 
there is prejudice amongst some public officials, and 
the more you get it into the Open, and let the people 
know what your decisions are, and your reasons for then, 
surely, on the face of it, it must be all to the good? 

If ,;eople want to go into this business and 
do not want to face the music, they should -n sonephace 
else, perhaps out on a farm, would be a sood place for 
some of them, although they do not "so for that", 


because they have not the physical energy. 
MR, JANES: Ané the farmexs are all honest. 


THE WITNESS: I think the bulletins, coupled 


with the fact that there is a definite possibility of 
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bringing all these before the Commission, eliminates 


any sucgestion of these “hole in the wall" actions, 


BY MR. JOLLIFLE: 

Q. Mey we come back for a moment to something 
which interested us previously? 

Your system, and the Act itself, and the 
administration of the Act, and the regulations under 
which you set forth the requirements for filing, and 
so on, bring out into the open, if I may use thet 
expression, any information which may be available about 
the company and its property, and it brings out into 
the open, the manwho make 9’ Pre tfari hen to the ayaa 
the broker-dealer, He is licensed, but he would not be 
licensed if you had not made a thorough investigation 
of his integrity, and apparently the only person who is 
not brought out into the open, i:: the underwriter, or, 
perhaps, the promoter? 


It may be necessary for his name to be dis- 


elosed, if he is interested. 


A, Iv he is a promoter, he would sign the pros- 
pectus, 
Q. Yes; it has to be disclosed and the under- 


writer has to sign? 
hx gi Yss. 


Qe ' Do you make any investigetion as to the identity 
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of that Been? 

hy Well, a pronoter is usually pretty well known 
to us, ve have records of people -- 

Q. Who are not licensed? 

ae Yes. And I @o not think we investigate an 
underwriter, unless we know something against him, 

Q. You remember in the Young case where you 
cancelled a broker-dealer's license? 

A. XB 

Qe That was a fellow by the name of ?5m" Brown, 
who was a middleman or an underwriter, in between? 

as Yes. 

Q. énd did the Co. sission know anything about 
"To:." Brown, when that issue was accepted for filing? 

A. Tn t was probebly accepted before my time, 


but I doubt whether they did. 


Q. tt vas this "Tom" Brow.n in between there? 
Ee Yes, 
Q. And eventually, in the agecision, you ultimately 


found he performed no useful function whatever? 

A, That is. right, | 

Q. Is there not a bit of a gap there? Docs it 
not happen that you have an underwriter appearins in 
the prospectus, but on the documents filed with your 


Commission, are unknown people who may or may not be 
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bona fides principals? 
A, I an inclined to agree with you, there is a 
sort of a gap there, but it is more or less a question 


of not being too bireaucratic. 


BY THE CHAIRMAN: 

Q.- Does it really matter, as long as the 
main elements in the transaction are fully disclosed? 
After all, the promoter does not deal directly with 
the public. This is an underwriter, 


Ae We know the promoters, 


BY MR. JOLLIFEE: 

Q. It seems to me, Mr. Chairman, that in 
some cases, it might not matter at all; on the other 
hand, if the underwriter, an unknown person, were 
used to conceal the identity of the real underwriter, 
or the real promoter, from the Cowission, or from the 


public, then it might matter, 
THE CH/IRMAN: It might, yes. 


THS \WITNESS: I can give you cases, Mr. 
Jolliffe, where it was certainly abused, 

For instance, we were ivestigating one 
issuing company, and we wanted to question the under- 


writer, and we found he was 4 university student, who 
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was taking a trip to Eurove, or somewhere, and he was 
not available, 

We cefinitely took the position that that was 
irregular; that they should not accept a person as an 
underwriter, knowing he was coing to leave the country 
within a matter of months, 

“6 have had considerable trouble along those 
lines. 

THE CHATRMAN: I cen see that with respect to an 
underwriter, because he has a definite legal obli-ation 
to pick up so much stock at a certain price, but if he 


is a man on the Street, that has no value at all, 


MR. JOLIIFFE: He also certifies that certain 


statements are true, 
TH? CHAIRMAN: Ys, 


MR. JOLLIFFE: Mr. Cox told us he investigated 
a case where there were some convictions, a case where 
there was a “ohoney" underwriting agreement, and "honey" 


Sicnatures. 


THE WIINDSS : Thet may be before my time. I 
do not remember it particularly. 

The last cancellation covers an underwriter who 
was also a broker, signing a false statement. Tuet was 


the last cancellation -- within the last month. 
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BY MR. JOLLIFFE: 

Q. it unaerstand that since you appeared before 
us, there has been one suspension and one canceliation; 
is that right? Here (i:dicating) is the list (handing 


documcnt to witness), 


i Yes, I thin: there would be more than that. 
Q, I mean apart from the Bur-ess case? 
A. Tiere were more than that, on the grounds of 


lack of working capital, 


Qe On yes, I understand. 

A, I think I neve cancelled two; I am not sure, 
o. You. t ink you have cancelled two? 

A, Yes, out-right. Thcsn there were suspensions 


on account of failure to meet the capital requirements, 
MR. JOLLIFFE: Thet is all, thank you. 


THE CHAIRMAN: Siall we recess for five minutes, 


~--Wicreu:on a short recess was had. 


---U;on resuming, 


BY MR. GRUMMETT; 

Q- Mr, Lennox, I am not just satisfied with 
the position of the vendor in a transaction, 

We naa some evidence from Mr. Cadesky yesterday 


as regards the promotion of a venture by a vendor. I an 
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rather inclined to think that the vendor is given too 
much lee-way with his stock, 
Take, for instance, a three-million share issue; 


the vendor can get seven hundred and fifty thousand 


shares? 
As Yes, 
Qe From the very beginning, he is allowed a release 


of seventy-five thousand shares. 

Ay Covrect, except in an oil venture, where there 
is no release, 

0» If the issue is taken on the market and goes to 
50 cents, this seventy-five thousand shares will net the 
vendor a considerable sum of money? 

A, Yes, if he gets the market for them, they would. 

Q. Do you not think it would be better to limit 
the vendor to receiving an amount approximately the same 
as he himself has invested in the stock, in the first 
place? 

As you know, a vendor is quite often the prospector, 
or he may be the promoter; he may have invested a certain 
amount of money in that venture before he hands it over 
toa broker-dealer to handle, 

A. Well, it is a difficult question, Mr. Grucnett. 


You are always confronted with the idea of retarding 
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& venture, We are vuina to look at the prospector, and 
consider his rights, Unfortunately, the other people 
share in those richts, 

The fact that they did not get value of 
their shares -- I think I have mentioned this before -- 
this thing about "sweetening the deal -- I woula say, 
most of these promotional houses which undertake to make 
public offering in a speculative issue get some part 
of the vendor shares at a very low price. This is a 
question of preserving the even balance between regulating 
the brokerage industry, and at the same time not dis- 
couraging development. 

We are continually with that phase of the 
situation, 

I have a case that is current where there 
was an extensive air survey. A big company spent over 
two million dollars in air survey. My reaction --~ I am 
dealing with the thing now -- is they are placings too 
big a value on the air survey, covering this particular 
section that is under promotion now. But it is a thing 
you have to deal with very carefully. That is a step 
in the right direction. 

If a company will come in here anda spend vast 
sums of money in a preliminary survey of our potential 


resources, they are entitled to fair play. It is a new 
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question and Briaetitok Presents a great deal of 
difficulty, in considering. 

GO. I am not so much worried about that type of 
transaction, The one I am thinking of is where a man 
goes out into the bush; he finds what he thinks is a 
g00d prospect, and a company is organized. He is given 
a certain n mber of shares, and he is permitted to 
dump a considerable number of those shares on the market, 
There are a great number of small ventures. Do you 
not think it is an encourasement ’>4 a promoter or 4 
vendor to promote a small venture and get rid of the 
portion you permit him to sell, and then:drop the whole 
project? 

A, Oh no, because he is not the only person in 
the picture. The underwriter or optionee and the broker, 
who has to spend considera’te on advertising, are other 
factors in the picture. 

But there have been very definite steps taken 
along that line, in regard to your surgestion in regard 
to retarding the release of vendor stock, That has 
been cut down three-fold in recent years, and the con- 
census of opinion now is to cut it down further. 

Q. That is what I was getting at. I was wondering 
if this could not be cut down further, I know that 


previously the vendor was allowed to dispose of all 
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his holdings, but now he is limited to ten percent; 
could not that be worked out by some formula where it 
would be limited to the same amount in reference to 


the investment he has in the transaction, or in the 


project -- the amount he has invested to put it on the 
market. 
Ay As I said before, we have to take these things 


in easy stages. I have in the last year and a half 

cut the vendors' ellowance down by one-quarter of a 
million shares in a standard company. You pretty well 
have to take these thinss in easy stages, and the next 
stage is to further restrict the release of vendors’ 
shares, That is definite. There is a definite opinion 


on that now, 
BY MR. JANZBS: 
Q. Did you say you had cut it by one-quarter 


of a million, or to one-quarter of a million? 


MR. GRUMMETT: By one-quarter of a million. 
In a three-million share company, it is down to seven 


hundred and fifty thousand shares now. 
THE WITNESS: Yes. 


BY MR. GRUMMETT;: 


Q. I think that is a good trend. If you can 
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Keep the Prine Peek dumping too much on the caren 
you are doing something to help the company, 

Ay You see, Mr, Grummett, we recognize the difference 
between a vendor in a mining proposition, whom we hope 
is a prospector, and a vendor in an oil proposition, 
They are Beiaeiy differ nt. A vendor in an oil pro- 
position is a person who goes out and gets an oil lease, 
He does not do any prospecting, nor anything else. 

That is why there is no free vendor stock in 
Oil promotion, 

Qe It is released as the sale of stock continues? 

A. Yes, 

I just dealt with a case yesterday where the 
company is fully financed, and there are still four 
hundred thousand shares in escrow, so they wanted to 
know if they had to go out and drill another well to get 
the four hundred thousand shares out. 

Now that it is fully financed, they are trying 


to protect the financing of the company. 


MR. GRUMMETT: That is all I have to ask, thank 
you, 

THE CHAIRMAN: Are there any further questions? 
(No response), | 


Thank you very much, Mr. Lennox. 






























pet 


otras gt a0 82 ‘eat 7 
- ; * fe 
J saa Toa) Cty ts ‘ten. ot  gitidence, ane che) : 


‘apne te TT ee ead sataanoet w eseeenaad), re bee Bey : ACs 
10 


ttrogday oiinew ¢ ah ronao i moe: 


is laddos4 fio HB ORE sHSiey 8 Rant Cet Ogee ee 4 ay 
of ROL TILA: wiersane ee veil 


S 


sd nowred @ BL doltiaag 


<a? 
5 
- 
a 
e 
w 
a 
Sot 
v 
«. 
“ 
eo oat 
me 
i 
i) 
ing 
>) 


qd x 16 2208 atte sae 20t G,. VHS ab fon: #805 oH 

ae wh woos S ESRRSV  SOTLIOA cam sqedd ea ed tee 
shots oman “its 

é 4 ; : 4 


tiation Unote tove tee sot: pe heresies ‘gi. -3E, Wey. 4 
id oos. Wee OO Lee . | “y 


este.) ame 


el 


yataay gen SB it iy glass tect 
ia sredd. bos. beonenst pita ese enageng 

Lana Fe ¥ 
ooh ot eeteda oo8 sauads: Borba 
fe + tley tedtenk Liisi Bas eno og ot)-Besi dae - bite. 
; ; * 
tuo asdteare, braevond, Det haus OT tt 
edives ech yertt < SeO mee ee eee Farid wore 


Yrtpupios sds Be automat: bat 


tenets dee at eyed. Deke at teuT 


Cy kteaup Ladeist Vib Bieay ote 
i eee RAR By ‘es . 


7 ‘> 
} A 
1 : ; a | 





xondet” ayy tok 


6943 Lennox 


THE WITNZSS: Thank you, gentlemen. It was 


shorter than I anticipated, 
-~--The witness retired. 


THS CH.TRMAN: Gentlemen, it is a quarter to 


twelve. Is there anything further? 


THa SECRETARY: There is a letter from Mr, Nash, 
which just came in, That was referred to Mr. Lennox, 
I was wondering if it could be treated like the other 


correspondence, 
THS CHATRIAN: Is this an individual case? 
TH SECRETARY: Yes. 
THE CHATRMAi: I think these individual cases 
Should be looked into by the Commission, first. 


THE SDOCRETARY: It has been referred to the 


Commission, 
T= CHAIRMAN: Have they reported on this yet? 


THD SECROTARY: No. 


THe CHATRMAN: It is dated September 25th, 


and is a comparatively recent letter. 


iH SECRETARY: Yes, I understand from Mr, 


Lennox -- 


THE CHAIRMAN: I do not know that we are 
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concerned with individual cases, which are really the 
business of the Securities Commission. 


EXHIBIT NO, 155: Letter from 
Nash, September 25th, 1951, 


MR. HOUCK: Has Mr, Jolliffe any report on 


Mr, Kaftell? 


MR. JOLLI“FE: Yes, that he has been staying 


at the Paliser Hotel, in Calgary. 


THE CHAIRMAN: So apparently he is out of 
vown? 

MR. JOLLIV¥YE: I would assume that he could 
be reached at the Paliser Hotel. He has been back and 


forth a good many times. 


MR, HOUCK: Will we meet on October 15th, or 


Shall we sing "God be with us tillwe meet again"? 


THis CHLATRMAN: I think we micht adjourn until 
October 15th, According to the newspapers, there are 
certain things which might intervene, but I am not 
authorized to Say, one way or the other, what will 
happen in the meantime. I do not think it is fair to 


ask me to, 


MWR, HOUCK:I thought, seeing you are presiding at 


the Cabinet meeting, to-day, maybe you might have some 
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official statement to make. 


THE CHAIRMAN: I have not even looked at 
the agenda yet. 


Wie will see what we shall see. 


MR. GRUNO ETT: Should we, by any chance, 
meet on the 15th, how many days do you figure we will 


be sitting? 


THS CHAIRMAN: I think our practice has been 
to sit for the four days, to give us a little chance 
to do some work. I think that is the proper way to 


leave matters. 


MR. HOUCK: I move we adjourn until October 


MR. DOWNER: I second the motion, 
Motion agreed to, 
---\/Jhereupon at 11,50 o'clock a.m., the further pro- 


ceedings of this Committee adjourned until Monday, 
October 15th, 1951, at 10,30 o'clock, a.m. 





BASS 
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